THE ECONOMIC JOURNAL 


SEPTEMBER, 1933 


THE ANNUAL MEETING OF THE ROYAL 
ECONOMIC SOCIETY 


Tue forty-third annual meeting of the Royal Economic 
Society was held at the London School of Economics on May 25, 
1933: the President (Professor Edwin Cannan) being in the chair. 
The meeting was largely attended. 

The accounts for 1932 were received and approved. The 
Secretary reported that 429 new Fellows and Library Members 
had been elected during the year, bringing the total membership 
of the Society to 4,374 as compared with 4,323 at the end of 1931, 
2,875 five years ago and 694 in 1914. The officers and Council 
of the Society were elected for the current year, Professor Cannan 
being re-elected President of the Society for a second term. 

Before the transaction of the above business, the President 
read the following address on The Need for Simpler Economics :— 


THE NEED FOR SIMPLER ECONOMICS 


It is rash for one of my generation to pass any judgment on the 
elaborate economic theory which is now being taught to the young, 
for we do not understand it. Without too trustfully accepting 
the ignotum pro magnifico, we must hope for the best. But we 
may perhaps be permitted to point out and deplore the fact that 
the almost complete absorption of the younger teachers in making 
what they rightly or wrongly believe to be important advances 
in the higher branches of theory is leaving the public at the mercy 
of quacks. Surely out of the large accessions to the ranks of 
professional economists which have taken place in recent years, a 
substantial force might be spared to assist common sense to grasp 
the bare elements of economic science, without a knowledge of 
which democracies and dictators alike are bound to make the most 
grotesque blunders. 

It is no use to say that the bare elements are so simple and 
obvious that there is little to be said about them, and that this 
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little has been said so well and so many times that it can do no 
good to say it over again. In fact, most of the simplest things 
in economics have never been put in such a way as to carry con- 
viction to the mind of the sort of person who is in the great 
majority of every public, and the blame is not altogether to be 
put on his feeble mind, but in large measure on the unnecessarily 
complicated expositions offered by the economists. 

I propose to-day to discuss only two of the innumerable 
examples of the mischief caused by the failure of the economists to 
explain simple things so that they can be understood by the people. 
One is the mischief caused by the worship or undue glorification 
of agriculture, and the other that caused by the similar worship 
or undue glorification of exports. 

One of the simplest generalisations of elementary economics 
is that the greater command over natural forces which marks 
economic progress is necessarily coincident with a decline in the pro- 
portion of our time which we are obliged to devote to the production 
of the necessaries of life. As we progress, we can give more and 
more time to the satisfaction of our more refined wants, which are 
very elastic, because we need give less and less to the satisfaction 
of the more elementary and coarse wants which we share with the 
beasts of the field, the birds of the air and even the worms which 
drag down rotten leaves to their larder, and the maggots which 
enjoy putrid flesh. “The desire of food,” as Adam Smith said, 
“is limited in every man by the narrow capacity of the human 
stomach; but the desire of the conveniencies and ornaments of 
building, dress, equipage, and household furniture, seem to have 
no certain boundary.” In the hundred and sixty years since his 
time we have discovered many wants which are even more elastic 
than those which he thought of, and the human stomach is no 
wider, though the tongue may be a little more dainty. 

Just now there is more need than there has been in recent 
centuries for attention to this generalisation, because the increase 
of population in the civilised world is slackening, so that the number 
of stomachs threatens to become as stationary as their individual 
capacity, while at the same time the application of machinery and 
science to agriculture has been increasing its productiveness faster 
than usual. 

Kighteenth-century thinkers like Paley, believing in the 
desirability of indefinite multiplication of the human species, 
might well have deplored this state of things, and have said that 
we were neglecting our opportunities by not producing as many 
persons as could be given what they called a “ healthy subsistence,” 








1933] THE NEED FOR SIMPLER ECONOMICS 369 


but we, who rightly or wrongly, believe that homo sapiens with 
bathroom h. & c., wireless and aeroplane, is something better 
than the healthiest gorilla, have no reason to complain. 

Yet what do we find? All over the civilised world more talk 
than ever of the ‘‘ decay” and impending “ruin”’ of agriculture, 
not because agriculture is failing in its task of providing food and 
many materials for manufacture, but because it is succeeding so 
well that the price of its products does not suffice to pay agricul- 
turists as much as other producers are able to earn. This is a 
state of things which certainly calls for a remedy, and the true 
remedy clearly is to allow the relative poorness of remuneration 
to work out its own cure by the repressing influence which it will 
exert on the number of agriculturists. After all, it is by this kind 
of pressure all round that people are driven to produce what is 
wanted in something approximating to the right proportions. 
If people could produce as many golf-balls as they liked without 
reducing the price, we should be snowed under by golf-balls. By 
the fall of price as more is produced, the production of each thing 
is restrained to a reasonable amount. But instead of allowing 
agriculture to come under this very salutary regulation, all 
civilised countries, or at any rate all those about which I know 
anything, are engaged in strenuous efforts to “do something for 
agriculture.” 

In our own and in other “old” countries the “‘ something ” 
takes the form of subsidies and exemptions from taxes, while 
in some of the “new” countries it appears in the restriction of 
cultivation and the burning of crops already harvested. To grow 
crops and then burn them is idiotic, to restrict production by law 
is cumbrous and ineffective compared with allowing it to be 
restricted by low price, but neither of these plans is stupider than 
the subsidisation policy, which only tends to put more of the 
product on the market and thereby to cheapen it still further. 

Economists have no right to wash their hands of the matter 
and say it is not their fault that the mind of the public is an 
Augean stable. It is their job to cleanse it, and they have had 
two hundred years to do it in. By this time they ought to have 
convinced the public that the fact that an industry produces a 
necessary of life, and is therefore in one sense an “‘ important ” 
industry, does not mean that expansion of its produce beyond a 
very definite limit is desirable. It may be urged, indeed, that, 
so far from cleansing the stable, the economists have really 
brought more dirt into it by giving the public the impression that 


agriculture is particularly liable to what they call the “law of 
cc2 


‘ 











370 THE ECONOMIC JOURNAL [SEPT. 





diminishing returns.” What exactly they mean differs from 
author to author, and is not of much importance to our present 
purpose, but whatever it is has certainly helped to prevent the 
public from properly appreciating the fact that enormous improve- 
ments have taken place in the productiveness of agricultural 
industry, are still taking place, and are likely to take place at an 
even more rapid rate in the future. Failure to appreciate this 
fact has had much to do with the persistence of incapacity to 
realise that a decline in the relative or even in the absolute number 
of agriculturists is a sign of progress rather than of economic decay. 

Of course recognition of the fact that there is a limit to the 
desirable expansion of the production in every industry is inherent 
in the theory of marginal utility, but that theory has never made 
much way among the general public, simple as it is, because 
instead of being expressed in plain language understood by the 
people, it has been treated as a classroom plaything to be illustrated 
by lines and curves on a blackboard, which, like the stone and 
wooden idols of the more degraded religions, come to be revered 
for themselves rather than for the things they were originally in- 
tended only to represent. 

Someone may object that there is no worship of agriculture 
as a whole, and say the trouble is that each country wants to 
get more agriculture by diminishing the amount of agriculture 
in other countries rather than by increasing the whole amount. 
That is not, however, the whole truth and nothing but the truth, 
since it is quite certain that even if there were only one ‘“ country ”’ 
in the world, that single country would still, in the present state 
of thought—or of whatever is mistaken for thought—be quite 
unduly solicitous about its agriculture. But even if it were true 
that anxiety about agriculture is not anxiety about agriculture 
in general, but only anxiety of particular countries lest their 
domestic agriculture should be reduced or extinguished by imports 
from abroad, that would make it a special case under my second 
heading, the worship of exports, to which I now proceed. 

I scarcely suppose that anyone here will be inclined to deny 
that exportation of commodities is generally regarded by the 
populace as good, and importation as evil. The public realises 
in an obscure fashion that when individuals are trading with one 
another, each of them wants to get as much as possible for his 
products; his object is to get as much as possible with as little 
as possible expenditure of time and labour. But when they con- 
sider themselves as a whole, trading with persons outside their 
boundary, the individuals in each country seem to lose sight of 
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this entirely, and to imagine that the object of bargaining is to 
give, and not to get. They groan dismally if it appears that they 
are paying an unusually low price for what they buy from abroad 
and getting an unusually high price for what they sell to persons 
abroad, and if some exceptionally sane person ventures to point 
out that this means that they are receiving a larger volume of 
imports in exchange for a smaller volume of exports, they are 
reduced to utter despair. And if some foreign country suffering 
frorn the same strange delusion as themselves, that a good bargain 
consists in giving much and getting little, proposes to tax itself 
in order to give them something at a lower price, they regard this 
as 2 most unfriendly action, and take immediate steps to prevent 
the intention being carried out. 

In their view the perfection of economic happiness would be 
attained by a country which exported large quantities of all kinds 
of commodities and received nothing whatever in return. Some 
approximation to this state is reached by countries which have 
got to pay huge amounts of reparations, since though they may 
be bound to pay gold, they buy the gold with the sweat of their 
brow translated into exports, and it is true that these countries do 
notseem to enjoy their position, and it is also true that the countries 
which have reparations and interest on war-debts to receive, do 
not seem very anxious to give them up, but this is not the result 
of reasoning, but only of healthy instinct. The sub-intelligentsia 
which tries to do the reasoning of the nations, holds that it is only 
the stupidity of “Kansas farmers’’ and the perverted self- 
interest of Ministers of Finance which stand in the way of a general 
recognition of the doctrine that if it is not exactly blessed to pay 
reparations, it is at any rate blank ruin to receive them. 

Probably in modern times the principal support of this love 
of exports and hatred of imports lies in the popular belief that 
exports “ give employment” to and imports take it away from 
the people of the country. The belief is not confined to the case 
of countries politically separated by having different governments 
and fiscal systems. It is held by the populace just as strongly in 
regard to towns and all other local divisions; the only reason we 
hear so little of it except in regard to countries is that inside the 
same country the taking away of employment from one area 
and giving it to another is seen to be at work in both directions. 
If Lancashire cotton goods are imported into Yorkshire, and 
that deprives Yorkshire of the employment of producing cotton 
goods for Yorkshire consumption, nobody deplores the sad case 
of Yorkshire, because everyone sees that Lancashire is getting 
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the employment of which Yorkshire is deprived, and most people 
can see that if Yorkshire complained of loss of employment in 
cotton manufacture, Lancashire could equally complain of loss 
of employment in woollen manufacture, so that, from the point 
of view of the whole country, the complaints would cancel out. 
But if Lancashire and Yorkshire were two different countries, 
this cancelling out would not take place, because Lancashire would 
treat the loss of employment in Yorkshire with completeindifference 
if not with some satisfaction, and Yorkshire would feel the same 
about the loss of employment in Lancashire. Each country, 
looking on the question from its own point of view, and believing 
that exports give employment and imports take it away, tries 
greedily to export and not to import, regardless of the influence 
of its policy upon other countries. 

If we are to wait for a time when international feeling will be 
altruistic enough to make loss of employment abroad weigh as 
much as gain of employment at home, the youngest of us will be 
dead. What is required is a much more simple, vigorous, and 
convincing exposition of the fact that employment is only a means 
to the attainment of an end, which is the acquisition of goods and 
services, and that we trade with foreigners, as we trade with those 
whom we serve and those who serve us at home, not to give our- 
selves employment, but in order to get the things and services 
which we want more easily—cheaper, if you like—than if we 
produced them for ourselves. 

Of late the love of exports and hatred of imports have found 
new support in the modern Balance of Trade theory, which would 
wilt away very quickly under the sunshine of simpler economics. 
This theory is sometimes spoken of as a revival of the Mercantile 
System, but that is a libel on the Mercantile System. The mer- 
cantile scheme was directed towards getting a net importation 
of gold and silver, and however absurd the ideal of an indefinite 
accumulation of those metals in a country may be, the fact remains 
that a store of them had some utility, and also a permanent value 
which could on occasion be turned to account in purchasing any- 
thing really wanted from abroad. But what the degenerate 
imitators of the old balance-of-trade theorists want, is nothing 
so sensible as a net importation of gold or anything else, but a con- 
tinuous net exportation of capital. Whether interest and divi- 
dends on the capital so lent or invested abroad are paid or not 
they do not greatly care, since if they are not paid, it will be all 
the easier to keep the imports below the exports. If there is a net 
exportation of capital, the balance of trade or payments is said 
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to be “ favourable,” and if there is a net importation it is said 
to be “‘ unfavourable ” or “ adverse,”’ and in the “‘ old ” countries 
at least there is no pretence that these terms are to be understood 
in a Pickwickian sense; the “favourable” balance is distinctly 
held up as something to aim at and rejoice over when attained, 
and the “ adverse ’’ balance as something to be avoided and to be 
deplored when it occurs. 

The old and the new theories of good and bad balances in 
foreign transactions have much in common. They both have 
their fetishes and their bogies. The fetish of the old is a net 
importation of precious metal, and its bogey a net exportation of 
such metal; the fetish of the new theory is a net exportation of 
capital and its bogey a net importation of capital. They are alike 
in proposing to satisfy their fetish and avoid their bogey in a way 
which shows that their exponents have been induced by the word 
“balance ”’ to fall into a confusion between equation and causation. 

The fetish of an indefinite accumulation of gold and-silver was 
ridiculed by Hume and Adam Smith a century and a half ago; 
and the bogey of “ losing ”’ a good national currency or having it 
“drained away ” was properly dealt with by the monetary writers 
of rather more than a century ago. But the countries which 
remain on the gold standard still fear that their hoarded gold is 
being lost or drained away if they see it being exchanged in any 
large quantity for other goods, or even used for the repayment of 
their debts, and so on every emergency they sit tight on it like 
the fraudulent bankrupts they are. Such weakening as is actually 
manifest in the position of the old fetish and the old bogey is 
due not so much to the arguments of the economists, which have 
never really penetrated the public mind, as to the abandonments 
of the gold standard which have been caused by the superstition 
of gold-worshippers. When a country is once on a paper standard, 
it becomes very difficult to be afraid of foreigners robbing it of its 
currency. Almost anyone can see that a paper currency does not 
get taken out of a country in large quantities to be held abroad, 
except on the rare occasions when the foreigners have a stronger 
belief than the people of the country that the value of the currency 
will rise, and almost anyone can also see that when this does happen 
the foreigners are usually wrong, so that the people of the country 
eventually profit by the transaction. The Germans certainly 
had no need to grudge the foreign speculators the milliards of 
marks which those misguided persons acquired in the years 
before 1924 under the impression that “ the mark was so low that 
it was sure to go up”! 
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Moribund from whatever causes, the old fetish and bogey are 
being replaced by the new, which are no better in themselves, 
and are perhaps more difficult to exorcise because they are less 
clearly conceived. They have worshippers all over the world, 
and no doubt have had different origins in different countries. 
I am a little afraid that if Rhadamanthine justice is ever executed 
on us economists, I may get a stripe or two for having been a 
passive spectator at their birth in this country, instead of promptly 
endeavouring to smother them before they got into their cradle. 
Some twenty years ago, in temporary buildings on this very site, 
I was official supervisor of Mr. C. K. Hobson when he was writing 
his doctoral thesis on the Export of Capital, and—I say it with all 
the shame that is due—lI failed to see and warn him that he was 
quite innocently and unconsciously conjuring up a new “ balance ”’ 
as misleading as the old. Not from any misapprehengion, but 
simply because data for estimating the export of capital were 
even more meagre than those for estimating most of the other 
items in the account between people in the United Kingdom and 
people outside it, he reckoned up all the other items first, and got 
at the probable amount of the net export of capital as the difference 
between the two sides of the account as added up before the in- 
clusion of import and export of capital. This, of course, was a 
purely statistical device of apparently the most harmless kind. 
If you know all but one of the items in an account of which the 
two sides are known to be equal, what more natural than to dis- 
cover the amount of the missing item by the easy arithmetical 
process called subtraction? How was Mr. Hobson or I to know 
that the Board of Trade’s adoption of the method a few years 
later would lead to the amount in question being generally re- 
garded as a “ balance ” which must be either “in favour ”’ of the 
country or ‘‘ unfavourable ”’ or ‘“‘ adverse ”’ to it, like a customer’s 
balance at his bank, and that, too, when the customer is not a 
business man who may borrow to make a profit, but an old woman 
who is living on her income from investments and to whom an 
overdrawn bank account is a sign of over-spending? Yet that 
is what actually happened, culminating—at least, I hope it cul- 
minated, but one never knows what heights of absurdity may be 
reached—culminating, I say provisionally, during the panic of the 
summer of 1931, when statesmen of the highest reputation for 
sobriety of thought went about declaring that the net importation 
of a few millions of capital must indicate that we were “ spend- 
ing beyond our means,” “living on our capital,’ and “ rushing 
inevitably towards national bankruptcy.” 
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In the old countries the more benighted of the alarmists, 
talking in this way, completely overlook the fact that capital 
can be and is accumulated at home as well as invested abroad, 
and therefore imagine that if no net foreign investment is being 
made, accumulation has ceased, and that if foreign investments 
are being realised and the proceeds brought home, this shows that 
the national capital is being consumed. The less besotted, 
without going so far as that, think of the decline of foreign invest- 
ment and its conversion into a minus quantity as a sign of at any 
rate diminished accumulation. They therefore have no hesitation 
in applying the old terms, “favourable,” and “ unfavourable,” 
‘‘ adverse,” or “ against,” not in a conventional sense, but in the 
sense in which they are equivalent to desirable and undesirable, 
just as the adherents of the older balance-of-trade theory used to 
apply them. In the new countries, more familiar with the im- 
portation of capital than with its exportation, the terms ‘“ favour- 
able”? and “unfavourable” seem to alarmists appropriate in this 
natural sense, because they regard importation of capital as 
“running into debt ” (a thing of which most people have a horror) 
rather than as “raising capital’ (which is highly respectable). 
In both classes of country the alarmists fail to see that whether it is 
desirable that the movement of capital should be inwards or out- 
wards depends on the relation of home to foreign conditions. The 
so-called “‘ favourable ”’ balance may perfectly well be a sign of 
disastrous prospects at home and bright prospects abroad, and the 
so-called ‘‘ unfavourable” balance a sign of expected disaster 
abroad and prosperity at home. 

But this is not the worst of the muddle. The term “ balance ”’ 
itself, though it looks so respectable, applied to this item in the 
international trade account, is wickedly misleading. We are 
accustomed to think of the balance—that is, the balancing amount 
—in an account as not an independent item with its own special 
causes of increase and decrease, but as, so to speak, the passive 
result of the other items. The other items when put together 
produce it. For example, we compare our expenditure with our 
income, and if the income is the greater, we regard the difference 
as a balance which is the consequence of our having spent more or 
less than our income; we never dream of saying that the bigness 
of the balance has caused us to spend less. According to the old 
balance-of-trade theory, the net importation of precious metal 
was a balance of this kind. Its magnitude was not settled by the 
amount which the inhabitants of the country were willing to give 
goods and services for at a rate satisfactory to the people outside 
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who had gold and silver to dispose of, but was settled quite incident- 
ally by the other items. The disastrous result of this mistake was 
that the politicians became persuaded that in order to get a net 
importation of precious metal they must undertake the regulation 
of all the other imports and exports so as to make the exports 
exceed the imports, and more than twocenturiesof absurd attempts 
to secure this end by fostering exports and discouraging imports 
followed. 

Under the influence of the new balance-of-trade theory, just 
the same blunder has been made. Because the new balance was 
called a balance, the politicians of each country have been per- 
suaded that it is not an independent item, but themerearithmetical 
consequence of the other items, so that in order to get it they must 
do just what the adherents of the old theory did—that is, foster 
exports and discourage imports. 

After long experience of the old dispensation, the more in- 
telligent part of the world seemed to have learnt that if'a country 
wanted precious metal, and was willing and able to pay for it, its 
ability and willingness to pay would immediately alter the other 
items in the trade account, so that the required balance would 
appear. Apparently every country, as represented by its govern- 
ment, has yet to learn, what is equally true, and one would think 
even more obvious, that how much a country invests abroad or 
borrows from abroad is not the passive result of the comparative 
magnitude of the other items in the international account, and 
that if there are reasons for change in it, that will cause the 
necessary changes in the other items. To give the simplest 
possible example, which is, or used to be, well known to the most 
elementary students, any wave of optimism about foreign invest- 
ment compared with home investment will cause a rise of exports 
as compared with imports. 

I admit that the world’s present blindness is due in part to 
the dislike of reparations and repayment of war debts which 
not only exists all over the countries which are asked to pay, 
but is also felt elsewhere by all humane and sensible people, 
who recognise that international goodwill is worth more than tons 
of gold. Dislike of the payments has led to groundless assevera- 
tions of inability to pay, and these have often been founded on the 
childish proposition that there was no surplus of exports over 
imports out of which to pay. Childish, I call it, because it ought 
to be perfectly obvious to any grown-up person that if there is 
at the moment no such surplus, the payment will make one. 
When the Romans wanted the Egyptians to send them a tribute 
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of corn for their dole, they did not ask whether the Egyptians had 
an export surplus or not; they made them have one. If they 
had demanded not corn, but enough Egyptian paper money to 
buy that amount of corn, the export surplus would have appeared 
just as well, since to be of any use the Egyptian paper would have 
to be sent back to buy something from Egypt. And if the Romans 
had demanded the tribute in gold, of which the Egyptians had 
little or none, the demand would still have produced an export 
surplus, because the Egyptians would not have been able to get 
the required gold without offering exports for it. Moreover, if the 
Egyptians, when paying a half-year’s tribute in gold, had alleged 
that they would not be able to pay any more such amounts 
because the Romans locked up the gold, and then in the next 
six months the Egyptian Government and their bank accumulated 
enough gold to pay a whole year’s tribute, I think the Romans 
would haverightly regarded the Egyptiansas ian poordiplomatists 
and bigger liars than the Cretans. - 

But though dislike of tribute may have seaiiailiaai millions 
against sound theory, and may also account for some of the silence 
of reputable contemporary economists, it must be a much weaker 
force in the long run than the prime mistake of the economists, 
from Ricardo downwards, in trying to make a special theory of 
international trade separate and different from the theory of 
trade within a single country. We want not excuses for, but an 
entire abandonment of Ricardo’s monstrous assertion in his text 
that “ the labour of one hundred Englishmen cannot be given for 
that of eighty Englishmen,” and a frank acceptance of his better 
advised footnote in which what was afterwards christened “ the 
law of comparative cost’ is applied to the division of employ- 
ments inside a country as well as between countries. We want 
an entire abandonment of the stupid insistence on international 
trade being “ virtually barter ”; of course, all trade is “ virtually 
barter ’’ when you drop the intervening money out of the picture 
and think only of persons producing one set of goods and services 
for other people and receiving another set from them in exchange. 
It is the intervention of money which turns barter into selling and 
buying, and far from eliminating money, international trade 
usually involves the intervention of not only one money, but two 
different moneys. And, above all, we want to get rid of the con- 
fusing assumption that the inhabitants of a country, continually 
changed by deaths and births and by migration, are just like a 
perpetual corporation. 

It is not for me, born in 1861, to tell the present generation 















378 THE ECONOMIC JOURNAL [SEPT. 1933 


how further to simplify the subject. If I had known how to 
popularise sound economics, I should have done it long ago in the 
time which I have had. It is now the job for some of you, and a 
job of enormous importance. All countries are trying, with 
considerable success, to reduce their imports by tariffs, and when 
they do not succeed as quickly as they would like, they resort 
to quotas and prohibitions. Many of them subsidise some of their 
exports, often doing it by indirect and concealed methods not 
for fear that their own people may object to giving gifts to the 
foreigners, but because they fear that the foreigner will destroy the 
effect of their subsidies by imposing import duties or embargoes. 
When by these operations they have reduced imports and exports 
alike without making much difference to what they call the balance 
of trade, each of them tries to effect its purpose by depreciating 
its own currency, not with the laudable object of reversing a 
tendency of that currency to appreciate in purchasing power, 
but in order to win an imaginary advantage over its competitors. 
Having by these means thrown international trade into dire con- 
fusion and greatly reduced its amount, they waste the capital 
of their taxpayers by spending scores of millions of borrowed 
money in buying foreign exchange and gold, in order, as their 
Finance Ministers explain, to counteract the wicked speculators 
whom they believe to cause violent fluctuations by buying their 
currency when it is low and selling it when it is high ! 

You may say you know all this, and that I ought to apologise 
for drawing your attention once more to the putrid, stinking mass. 
I do apologise to those who are really helpless in the matter, if any 
such are here. But I do not apologise to the others, but appeal 
to them to do more than they are doing to make economic organisa- 
tion understood by the people. I appeal especially to the younger 
teachers to consider what sort of future they can look forward to 
if the popular English newspapers continue to get their readers 
to believe that at one and the same time the pound sterling may 
be worth twenty-twentieths of itself in London and Lisbon, thirty- 
one twentieths in Madrid, and only fourteen twentieths in Paris. 
Do not let them simply hold their noses and avert their eyes from 
the disgusting mess and run back to find peace and contentment 
in neat equations and elegant equilibria. 

Epwin CANNAN 
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CAPITAL AND THE GROWTH OF KNOWLEDGE 
I 


In popular discussions of the depression to-day, it is commonly 
alleged that because “ the problem of production has been solved,”’ 
—we live in a world of potential plenty,—the fault must lie in 
the processes of distribution. The convincing answer to this 
theory is that it confuses technical and economic problems of 
production. Technical problems of production (or at least many 
of them) have no doubt been “‘ solved ” in the sense that we can 
easily make as many hats, or as much butter, or as many books 
as we like. No technical difficulties bar the way to a rapid 
extension of production along any one of these lines taken by 
itself, but the economic problem of production arises because 
it is not possible at the same time to have as many hats and as 
much butter and as many books and as much of an almost infinite 
variety of other goods and services as we like. It is necessary 
somehow to choose between the wide variety of alternative 
types of production which is open to us, and to allot the limited 
supplies of the elementary factors of production in accordance 
with our choice. ‘‘ Economics is the science which studies human 
behaviour as a relationship between ends and scarce means which 
have alternative uses.” } 

The practical solution of the economic problems of production 
is always being complicated by changes in the character and 
relative importance of the goods whose production it is desirable 
to organise. We are not here concerned with the effects of the 
changes in taste or fashion which are quite compatible with 
relative stability in the level of average productivity, but with 
the much more important changes which occur when productive 
efficiency is increased for any reason, and especially as a result 
of extensions of knowledge. And the process of solution, it will 
be suggested, is commonly retarded by a failure to realise that 
economic progress which rests upon growth of knowledge is 
likely to cause important changes in the relative importance of 
capital as a factor of production. 

This question will perhaps be illuminated by a short not too 
imaginary sketch of world economic history. The form of the 


1 Robbins, Nature and Significance of Economic Science, p. 15. 
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sketch is suggested in part by the current habits of speech in 
New Zealand, where most public questions are discussed in terms 
of their reactions upon the welfare of the so-called primary and 
secondary industries. In the first stage of development, a stage 
in which large areas of the world still find themselves, effort is 
concentrated mainly on primary production, on agricultural and 
pastoral and similar occupations. This stage is often haunted 
by the fear of famine, and the Malthusian devil is something 
more than a bogey. Permanent improvements in methods of 
production are difficult, and slow, because of the difficulties of 
accumulating capital, difficulties which arise not, to any important 
extent, from lack of thrift in the ordinary sense of the term, but 
rather from sheer poverty. 

It was mainly extensions of knowledge relating both to 
agricultural and to other types of production which led to the 
second stage, in which secondary or manufacturing production 
and the activities associated therewith began to predominate. 
Average standards of production were much increased throughout 
the whole Western world during the nineteenth century, and 
saving became relatively easy. Manufacturing production prob- 
ably demands relatively more capital than agricultural production 
of comparable value, its processes are more roundabout, but the 
increase in productive capacity made it comparatively easy to 
supply what was needed. 

The “ tertiary ” stage, on the threshold of which the more 
advanced countries should now be finding themselves, begins 
when, in the popular phrase, the problems of production in 
manufacturing seem to have been solved. It then becomes 
possible to divert an increasing proportion of human time and 
effort and of capital equipment into the production of goods 
and services, which are not in the ordinary sense of the words 
to be included in either of the categories of primary or of secondary 
production, namely, facilities for travel, amusements of various 
kinds, personal and intangible services, flowers, music, art, litera- 
ture, science, philosophy and the like. These things are, of course, 
not unknown in either the primary or the secondary stages. 
Many of these services are those which Adam Smith described 
as unproductive, and it is possible that their relative importance 
was greater in the primary than in the secondary stage. But 
when certain standards of efficiency in primary and secondary 
production have been reached, it is desirable that Adam Smith’s 
“unproductive”? services should occupy a rapidly increasing 
proportion of the time of the community. It is the growing 
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importance of these services which characterises the tertiary 
stage. 
II 


During the secondary stage the tendency towards more and 
more roundabout methods of production, on which the Béhm- 
Bawerkian theory of capital lays so much emphasis, is especially 
obvious. Bohm-Bawerk insists that the law that the more 
roundabout methods of production are in general, if wisely chosen, 
the most productive has its only basis in “the experience of 
practical life. Economic theory does not and cannot show a 
priori that it must be so; but the unanimous experience of all 
the technique of production teaches us that it is so.’ 1 Each 
detour in the process of production enables us to make use of 
an additional auxiliary force which indirectly helps us more 
efficiently to reach our desired end. As the average period of 
production lengthens, 7.e. as the process of production becomes 
more capitalistic or roundabout, the productivity of the process 
is also likely to increase. And what is true of single acts of 
production can equally be applied to the whole of a national 
economy. ‘‘ The more capitalistic the production is, the smaller 
will be the proportion of the year’s productive powers consumed 
within the year, and the greater the proportion invested in inter- 
mediate products that will come to maturity as finished goods 
only in future years.” ? A consideration of the variations and 
changes in the character of demand which economic progress 
based upon the growth of knowledge makes possible suggests, 
however, some doubts as to whether it can safely be assumed 
that when high standards of productivity have been reached, 
economic progress invariably, or even in general, means a lengthen- 
ing of the average period of production for the national economy 
as a whole, a higher degree of capitalism in the Bdhm-Bawerkian 
sense. When the roundaboutness of the processes of production 
in particular cases has been extended so far that our wants for 
their products are satisfied to such an extent that we prefer to 
devote our energies to the production of new things, it is by no 
means certain that the degree of capitalism involved in the 
production of the new things will be such as to lengthen the 
average period of production for the national economy as a whole. 
It is an empirical truth that as we pass from the primary to the 
secondary stage of production the average period of production 

1 Positive Theory of Capital, Smart’s translation, p. 20; Polack’s translation, 


p. 24. 
2 Polack, pp. 208-9; Smart, p. 91. 
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has tended to lengthen, but it cannot safely be assumed that 
economic progress means merely producing more and more of 
the commodities already being supplied, or even of producing 
new commodities the character of whose production will at least 
be as capitalistic as the processes needed for the old commodities. ! 

If we were to arrange commodities, goods and services, in 
the order which would correspond to the order in which they were 
included in the expenditure programmes, either of individuals 
or of groups, as their wealth steadily increased, it is by no means 
certain that the degree of importance of capital in the production 
of the goods which appeared in the latter stages would be greater 
than the importance of capital in the production of the goods 
which appeared in the earlier stages. Increases in productivity 
make possible the satisfaction of entirely new wants, and it is 
quite possible that the periods of production suitable for them 
will be much shorter than for the old, so that the general average 
may be reduced, or, what comes to the same thing, the proportion 
of gross income that has to be saved in order to keep capital 
equipment intact and in good working order will vary according 
to the character of the goods produced. If the goods which 
meet the less urgent needs which can be satisfied as a result of 
technical progress require shorter production periods, then the 
proportion which must be saved if capital equipment is not to 
be left derelict will diminish as wealth increases. In other words, 
a relatively small net increase in savings may give as good a 
return in real income in a wealthy community as a relatively 
big saving would in a poor community. If saving is still practised 


1 Boéhm-Bawerk does not indeed entirely ignore the possibility of changes in 
the objects of production, but he tends to exclude these changes from considera- 
tion. ‘“‘ For any important change in the objects of production,” he says, 
‘‘ which would mean that men in future would turn towards other types of 
consumption, would desire them and produce them, we have no point d’appui 
in our suppositions. We know that in general, even if there are large dynamic 
changes in a national economy, the relative changes in the types of goods 
produced are only small, and we have, moreover, excluded from our hypothesis 
all dynamic changes other than the increase of existing capital. We shall 
therefore confine our attention to simple changes in the method of production. 
Some new types of material goods may well be produced fortuitously and 
sporadically, but essentially men in general will continue to produce the same 
material goods as they have produced hitherto, but by other methods of 
production ” (Polack, pp. 336-7). It seems, however, impossible to accept this 
hypothesis. If production is increased, either as a result of increase of capital, 
or for any other reason, new types of goods, either material or immaterial, must 
inevitably appear, and not merely fortuitously or sporadically. The hypotheses 
that there should be dynamic changes due to increases of capital and that at 
the same time men should continue to produce the same material goods as they 
have produced hitherto are, in fact, contradictory. 
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at the rate which was appropriate to maintain the capital equip- 
ment required in the earlier stages of production, and especially 
if the savers show reluctance to allow their capital to enter the 
new types of production which are appropriate to the tertiary 
stage of development, dislocation is inevitable. 


- Il 


If we consider the production of any given commodity, the 
Béhm-Bawerkian theory that “if we choose wisely more round- 
about methods of production, we generally receive an increase 
in output, that is to say, we obtain more and better products 
with the same expenditure of the original productive forces,” } 
may be regarded as sufficiently established, as well as its converse, 
that if we desire an increase in the output of any commodity, it 
will usually be necessary to resort to more roundabout methods 
of production, in which the importance of capital as a factor of 
production will increase. But this does not justify the conclusion 
that if productivity in general is to increase, the relative import- 
ance of capital as a factor of production must inevitably increase. 
It may do so, but it will depend on whether in the newer products 
which economic progress makes possible capital is likely to be 
as important a factor as in the old. It may be true that new 
inventions usually require a longer period of production, but 
when the advantages derived from the use of such inventions 
have been pushed to a certain stage, we are then likely to turn 
to products of quite another type, where it is possible that short 
production periods are appropriate, so that the average for the 
whole field of production may be diminished instead of being 
increased. An increase in the supply of capital may make 
possible and profitable the use of more prolonged methods of 
production, because knowledge which was formerly sterile on 
account of shortage of capital can now be made fruitful, but it is 
also likely to make possible the use or the more intensive use of 
short methods of production which are useful for producing goods 
and services which formerly were inadequately supplied because 
other things were more urgently needed.? 


1 Polack’s trans., p. 279. 

2 Even if the average period of production for each commodity were to be 
lengthened simultaneously, it would not necessarily follow that the average 
period for the whole economy would be lengthened, any more than an increase 
in the average wage paid over the whole field of industry is a necessary conse- 
quence of an increase in the wage paid for each kind of work. The result in 
either case depends on the relative importance of the items whose sizes increase. 
Béhm-Bawerk maintains (Polack, pp. 358-9) that even in the case of inventions 
which make possible a shortening of the period of production the capital thus 
No. 171.—voL. XL. DD 
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It is difficult to make any confident general statement about 
the change in the character of the need for capital, in the average 
length of the period of production, which will become necessary 
as technical progress makes it possible to extend effective demand 
to new goods and new services. But it seems reasonable to 
expect some variation in capital demand as we pass from the 
secondary to the tertiary stage of production. There is certainly 
no a priori reason for supposing that the relative importance of 
capital in the production of “ tertiary ’’ products will be the same 
as for the production of ordinary manufactured goods, and there- 
fore as the importance of “‘ tertiary ’’ products as compared with 
manufactured goods becomes relatively greater, we might expect 
some change in the relative importance of capital for the field 
of production as a whole. During recent years improvements 
in productive methods have certainly been important in prac- 
tically every field of economic activity, and the natural, indeed 
the inevitable result of such improvements is to let loose an 
increasing proportion of human energy and of capital equipment 
for the production of “tertiary” goods. It is not easy to get 
any precise or accurate picture of the situation as a 
whole, but it is not unlikely that the capital requirements for 
the newer types of production, which increased productive 
capacity makes possible, are often relatively less than for the 
articles, the production of which constituted the outstanding 
economic advance of the last century.1 





released for other purposes will tend to be applied in lengthening the period 
of production in other parts of the field. But if the new commodities which 
it is now possible to produce in larger supply are such that the relative import- 
ance of capital as a factor in their production is very small,—and this is probably 
true of many of the commodities which are suitable to the tertiary stage of 
production,—the tendency for the average period of production for the whole 
economy to lengthen may be suspended for a long time. 

1 Considerations such as those raised here make it difficult to attach any 
intelligible meaning to the concept of a uniform rate of economic progress as 
defined by Cassel and others. ‘‘ In order to be able to provide,” Cassel says, 
“for a uniformly growing consumption, we must in a uniformly progressive 
economy have a uniformly growing supply of elementary factors of production ”’ 
(Fundamental Thoughts in Economics, p. 95). But progress inevitably means 
the addition from time to time of new items to the stream of products, and even 
if we surmount the difficulties involved in determining whether the stream is 
expanding at a uniformly progressive rate or not, when such new items are added, 
we are certainly not justified in assuming that in order to produce the new items 
the supply of each of the elementary factors needed for the new types must also 
expand at a uniform rate. As Cassel has pointed out, the assumption underlying 
the Ricardian theory of value, that ‘“‘ the use of capital required in every branch 
of production could be assumed to be proportional to the amount of labour 
required,” was too daring (p. 108). But any assumption that the use of capital 
required in every branch of production can be assumed to increase more or less 
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The point raised here is related to, though not identical with, 
the problem discussed by Cannan ! of the changes in the relative 
importance of the demands for labour and for the use of property. 
“Tnerease of income,” he says, “is often a cause of change of 
demand as between different commodities and services, and it 
may, on the whole, perhaps make people inclined to spend a 
larger proportion of their income upon the use of lands, houses, 
vehicles, pictures and such things and a less proportion in 
ways which tend to raise the value of work as compared with 
property. But,” he adds, “ the case is far from strong.” The 
suggestion here made is that where increase of income is general, 
and after it has passed a certain point, not clearly definable, 
it is quite probable that the new demands which general increase 
of income make effective will, in fact, be directed towards com- 
modities which require, as compared with other commodities, 
relatively less capital and relatively more labour. 


. 


IV 


It does not follow, because the relative importance of saving 
as an essential factor in maintaining standards of production 
may decline as a result of increased efficiency making it possible 
to open up new kinds of work in which capital is relatively less 
important, that there is likely to be a positive excess of saving. 
But dislocation is likely to occur such as might at first sight 
suggest an excess of saving, if the newer channels are not opened 
up with reasonable speed. People sometimes dislike putting 
capital into the industries which are suitable to the tertiary 
stage of production, and insist on pouring additional capital into 
the industries which are characteristic of the secondary or even 
of the primary stages, or, what comes to very much the same 
thing, they dislike the lower rate of interest which a slackening 
of the need for capital] is likely to bring with it, and in consequence 
endeavour to keep their capital uninvested until more attractive 
opportunities are open, or else uncritically devote their savings 
to enterprises (e.g. gold-mining) where the returns seem to be 





steadily as productive efficiency increases may be scarcely less remote from the 
facts. There is probably a marked tendency in that direction at certain stages 
of economic progress, but whether the tendency will be maintained or reversed 
depends largely on the character of the demand which has to be satisfied when 
economic progress enables us to explore new habits of consumption. If we 
prefer commodities or services in whose production capital does not play a large 
part,—and there are certainly wide ranges of choice open to us in which this would 
be possible,—then the tendency will be reversed. 
1 Wealth, p. 178. 
DD2 
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high, largely because they are normally associated with a con- 
siderable risk premium. There is some reason to believe that 
both these influences are, in fact, operative and important, 
causing incidentally a considerable wastage of capital. Evidence 
of the same conservatism of which Hobson complains in con- 
sumption is certainly not lacking in the control and direction of 
investment. Capital, we think, ought to go into the staple 
industries, and though few individual investors deliberately and 
of set purpose guide their investment practice on the grounds 
of their estimate of the relative social significance of industries, 
instead of upon estimates of probable gain, a general background 
of sentiment, or even a definite system of institutions may have 
the effect of diverting into the older staple industries a dis- 
proportionate share of the new supplies of capital which are 
coming forward. In countries like New Zealand, for example, 
everybody agrees that primary production is the foundation of 
the country’s economic organisation; there is a good case for 
organising some substitute for agriculture which will serve a 
similar purpose in the distribution of capital to that served by 
the joint stock company in some other departments of industry, 
but the permanent importance of primary production is so much 
exaggerated that this excellent case has in practice been allowed 
to justify a diversion, as a result of the Government acting as a 
middleman between farmers anxious to borrow and _ lenders 
attracted by the security of a Government loan, into agriculture 
of supplies of capital which can now be seen to have been 
excessive.! Similar prejudices in favour of established industries, 

1 The prejudice in favour of primary industries as a likely absorbent of 
labour which has proved to be superfluous elsewhere is shown by people of the 
most divergent political colours, and is no doubt the result of mental habits 
deeply ingrained by centuries of constant dread of famine. The idea is apparently 
part of the economic programme of the German Nazis; it is an article of faith 
with almost every influential section of public opinion in New Zealand; the 
authors of the Report of the British Liberal Industrial Inquiry believed that 
“the remedy for the present unsatisfactory position of British agriculture is 
the same as that suggested in the case of our great export industries—the taking 
of such steps as will secure an increased net return per head of those engaged. 
The resulting increased product per acre and per head will make possible a 
proportionately increased return to those engaged, whilst at the same time 
leading to an increase in the area under cultivation and to an increase in the 
numbers engaged” (pp. 326-7), and Professor J. D. Black, Chairman of the 
Advisory Committee on Social and Economic Research in Agriculture of the 
Social Science Research Council, believed that “it is easy to conceive of a 
different working of our so-called competitive system which would give us more 
farmers and better rewards at the same time’ (American Economic Review, 
Supplement, March 1926, p. 138). While there is so much difficulty in convincing 


people that the growth of knowledge on which economic progress depends 
inevitably means a reduction in the relative importance of primary production 
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of continuing to produce in the future precisely the same kinds 
of things as have been produced in the past, cause further waste 
of capital, through the erection of tariff barriers which make 
investment along the old well-tried lines seem at least for a time 
to be profitable. 

The difficulties of identifying the new demands for the 
satisfaction of which it is desirable to provide capital as produc- 
tive capacity increases are undoubtedly greatly increased by 
the instability of demand which prosperity inevitably brings 
with it, and which has already been shown to be an important 
factor complicating the solution of current economic difficulties. 
It is not safe, as many rash investors in temporarily popular 
amusements in recent years have discovered to their cost, to 
assume that any industry which for a time offers the prospect 
of a high return is an appropriate field for extensive investment. 
The instability of demand brings with it a risk of a somewhat 
different type from those with which investors in che past were 


» accustomed to deal. But though the existence of such risks in 


part explains the slowness with which capital flows into the 
appropriate new channels, it does not in any way mitigate the 
effects of the dislocation which an excessive accumulation of 
capital elsewhere is likely to cause. 


V 


The reluctance of investors to accept low interest rates is also 
important and closely associated with their reluctance to realise 
the necessity for encouraging the growth of new types of industry. 
Interest rates are frequently much less flexible than wage rates 
or labour costs, and even when the conditions of supply and 
demand for capital justify lower rates, the returns which seem 
to be promised to investors in the older industries often continue 
to be relatively high. So long as this is so, capital is likely to 
continue to flow in those directions long after it has ceased to 
be necessary. Our error under such circumstances is less 
that of the inhabitants of the isolated island who built one 
enormous machine, but failed to provide the free capital neces- 





as a source of employment, is, in fact, wasted if this reduction does not occur, 
it is not surprising that similar misapprehensions concerning the necessity for 
changes in the distribution of capital cause serious dislocation, especially if 
there is reason to believe, as has been suggested here, that in some of the newer 
types of production which economic progress makes possible, the relative import- 
ance of capital as a factor of production may be smaller than in the old. 

1 Cf. Loveday, Britain and World Trade, pp. 84-112. 
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sary to work it,! than that of people who insist upon wastefully 
duplicating capital equipment, which, relative to the effective 
demand of the community, is already adequately supplied. The 
dislocation which such errors cause is likely to be the more serious 
when the rate of population growth is slackening. 

The causes of the present general reluctance to invest are 
obviously complex, but unwillingness to adjust states of mind 
to the necessity for a permanently reduced level of return on 
capital is not unimportant. One reason why long-term money 
rates fell so slowly in 1929 and 1930, it has been said, was 
“probably that investors had for many years been used to 
considerably higher returns on their capital than before the War, 
and had come to regard this high level as natural and normal. 
Hence they were averse from accepting a lower yield, and 
preferred to keep their money on short term in expectation of 
some more promising future opening.” ? The ultimate result 
of reluctance to invest is in many cases complete disappearance 
of the capital in question, the rate of interest being maintained 
by methods not unlike those adopted by the people who burn 
coffee or wheat, or dump surplus fish back into the sea. 

The instability of demand associated with increased prosperity 
is partly the result of untrained public taste, and we may 
eventually conclude that these causes of dislocation can best 
be controlled by some sort of public authority, which will provide 
communistically certain of the services which are appropriate 
to the tertiary stage of production. It may indeed be found that 
a communist organisation of such services is an essential condition 
for the maintenance of whatever is desirable in an individualist 
organisation in other parts of the field of production. Already, 
of course, important parts of the community’s capital are in 
most countries utilised in this way. The growing importance 
of organisations like the Rockefeller and Carnegie Foundations 
in America, the Carlsberg Foundation in Denmark, and similar 
institutions elsewhere suggests another parallel line of develop- 
ment. Economic progress should make it easier, it certainly 
makes it more desirable, to devote a larger proportion of the 


1 Hayek, Prices and Production, p. 84. 

2 Course and Phases of the World Depression, pp. 225-6. At the present time 
in New Zealand, movements in the capital market are said to be most active in 
connection with Government bonds and gold-mining shares. Investors look 
askance at ordinary commercial propositions which offer only a moderate return 
on capital invested; that their shyness cannot be completely explained by 
nervousness about the nature of the securities offered is shown by the marked 
stimulus of interest in mining ventures which are notoriously risky. 
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world’s resources to the search for knowledge. Scientific research 
is not, however, a service which can easily be organised on the 
basis of a commercial demand. The Rockefeller and Carnegie 
Foundations offer an alternative method of organisation. Part 
of the community’s savings are in effect abstracted from the 
normal channels of investment in which they would otherwise 
tend to flow, and are instead made available for persons who 
are presumed to be skilled in the search for knowledge. 

That there is an intimate, organic connection between the 
processes of production and the processes of consumption, is, 
of course, obvious, if not commonplace. But the practical con- 
sequences of this organic relationship are seldom sufficiently 
considered or understood. As productive efficiency increases, 
it is inevitable, if the demands of consumers are to remain the 
controlling power, that the character of the goods produced will 
change at the same time. And with the change in the character 
of production, the distribution of labour among various types 
of work and the character of capital demand are certain also 
to change. Most people to-day agree that recovery from the 
depression is delayed by the stiffnesses and rigidities of certain 
parts of our economic organisation; among these stiffnesses and 
rigidities it is desirable that much more attention should be 
given to the general reluctance to admit that changes in the 
character of production are likely to cause changes in the relative 
importance of capital as a factor of production, and are certain 
to cause changes in the relative importance of the demand for 
capital forthcoming from different types of industry. Recovery 
from the depression is delayed by the general insistence that 
capital should be directed into the same channels as in the past. 
The progress of knowledge has made it desirable to change the 
relative importance of these channels, and any theory which 
fails to emphasise the necessity for these changes must be con- 


demned as inadequate. 
ALLAN G. B. FISHER 


University of Otago. 


1 Cf, Hawtrey, Economic Problem, pp. 304-5. 


















A DISCONTINUOUS COST CURVE AND THE 
TENDENCY TO INCREASING RETURNS 


THE average cost of production has generally been assumed 
to be a continuous function of the size of the output. I propose 
in this article to examine a hypothetical case where this condition 
no longer prevails and to consider its effects in connection with 
the problem of increasing returns. 

§ 1. Let us first make certain simplifying assumptions with 
regard to the factors of production. We will suppose that there 
are only two types of factor; one a fixed plant F, and the other 
a composite variable factor V. 4(x) is the quantity of V which 
is combined with one unit of the fixed factor to produce an output 
x of P. The unit cost of the variable factor is regarded as con- 
stant and equal to pv»; the employment of each unit of fixed 
plant entails a fixed outlay of p;for upkeep and running expenses. 
Let p represent the unit cost of product P. 

At successive stages as the output is increased, additional 
units of the fixed plant F will be introduced. 

We may assume that both the first and second derivatives of 
¢(x) with respect to x are positive; this expresses the fact that 
the efficiency of the fixed plant / decreases as the output increases, 
and it is this increasing cost element that makes it profitable 
periodically to introduce additional units of F. 

For the purposes of illustration we may suppose ¢(zx) to be of 
the form ax? + bx,—one of the simplest functions which satisfies 
the conditions that ¢’(~) and ¢’’(x)>0. [Economic considerations 
justify the omission of the constant term; a zero quantity of 
the variable factor will be used to produce a zero output of P.] 

It is clear that under these assumptions it will always pay 
the producer to distribute his output equally between the various 
units of F. 

We have a succession of cost curves corresponding to the 
varying number of units of F used in production. The equations 
of the total cost curves are of the form 


x . 
npx = np + npep(=) Sete. ids « + 
The equations of the corresponding unit cost curves, of the form 
= BP 4 BPeg(Z) (n= i 
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where np represents the unit cost of P when m units of F are 
employed, and z is the total output. 

The two series of curves are shown in Figs. [and II. It will 
pay to introduce a new unit of factor F when the total cost of 











Fig, I. 


production of an output x is the same with an additional unit 
of F, as it is without that unit. The additional units of factor 
F are therefore introduced at the points of intersection of curves 
npx and n+ px in Fig. I, or curves xp, and ,4 1p in Fig. II. 











Fig. I. 


The total and unit cost curves for the product P will be of 
the forms indicated by the heavy lines in Figs. I and II. They 
consist of the sections of the successive cost curves between 
their points of intersection. 

§ 2. We may now examine further the shape of the unit cost 
curve for P (heavy line) when ¢(x) is of the concrete form 
ax? + bx. 

The total cost when units of F are used is 


2 
npx = np + Npe | (=) i o(=) cs. os 
The corresponding unit cost is 


xp = "E+ p. |= +0] eS 
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The condition for minimum cost is 


dnp _, : npy , APv __ 
=e Re ee ae 


mn = 1 toe ee WY 
where Xmn represents the minimum point of the unit cost curve xp. 
The interval between successive minimum points on the unit 
cost curve is ee 
- — 8 
Xmn — Xn —1) = ap, aconstant. . . (vi) 
By substituting the value of 2 from (v) in equation (iv) we 
find the minimum unit cost where n factors F are used is 


mp = 2V appr + bp, a constant. . . (vii) 


Thus all the successive minimum points of the unit cost curves 
lie on a horizontal straight line. 

Next we will deal with the points at which successive units of 
factor F are introduced. 

The nth unit is introduced when 


npy + npr [4 (2) + o= | = 
(n — py + (m — V)pel a (=) +0- =. | from (ii). 


_ — aprx? 
Py = n(n — 1) 


ty = Lo... viii) 


[xin denotes the output at which nth factor F is introduced. ] 
The interval between the points at which the nth and (n + 1)th 
units of F are introduced— 


2.e€. where 


San 41) — in = Af TX (Vale 1) — Vata 1). . (ix) 


It can be shown that this interval decreases as m and the 
output increase, and, moreover, that as n becomes very large, in 
the limit it approaches an the interval between the succes- 

v 
sive points of minimum cost [cf. vi]. 
By substituting the value of x from (viii) in the unit cost 
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equation (iv), we find the unit cost of P where the nth unit of 
factor F is introduced is 


wp = (2 — 1)f APP tin i. . & 


It can be shown that inp decreases as n increases, and that as n 
becomes very large it approaches as a limit 2V/apopy + bp, 
the constant minimum of the successive cost curves. Thus, 
when the output is very large the unit cost curve of P approaches 
a horizontal straight line. 

It can also be shown that as n becomes large the points at 
which additional units of F are introduced approach the mid- 
points between the successive minima. 

§ 3. We now have a fairly exact idea of the cost conditions 
of producing P, under the given simplifying assumptions. We 
may recapitulate the economic results obtained so far, as follows : 

(1) The minimum unit cost of production is independent of 
the number of units of fixed plant employed. 


NA 


Fig. I 





(2) The points of minimum cost where successive numbers of 
units of fixed plant are employed occur at regular intervals of 
output. 

(3) The unit cost at which it pays to introduce a new fixed 
factor decreases as the scale of output increases, and ultimately 
approaches the constant minimum unit cost. 

(4) Successive units of fixed plant employed reach their 
optimum output (7.e. minimum unit cost) at increasingly earlier 
stages as their number increases, and in the limit the optimum 
point is reached half-way between the introduction of consecutive 
units (Fig. IIT). 

§ 4. These results may now be used in attempting an 
approximation to the next stage of complexity. For this pur- 
pose we shall regard the finished product of the simpler case as a 
semi-finished product which has to undergo a further machine 
process before it is ready to be placed on the market. This 
assumption is the same as though we supposed the unit cost of 
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the variable factor V to be no longer constant but of the dis- 
continuous form that we have shown the unit cost curve of P 
to be. 


In the cost curve ap = - pf + i pt (~) instead of the constant 


pe, we have a variable and discontinuous function, incapable of 
being exactly described by any single expression. In order to 
give an intelligible meaning to the cost expression np, therefore, 
we must find some continuous curve which will most fairly 
represent the course of the discontinuous curve. 

It is possible to pass a continous curve through the average 
ordinate of each section of the discontinuous curve half-way 
between its consecutive minima 1 (see Fig. IV). 

















Thus the curve «By5 . . . is such that the rectangles Ca’ . ««’, 
a'b’ . BB’, b’c’ . yy’ . . . ete. are respectively equal to the areas 
subtended by sections of the curve between its beginning and a, 
a and b, b andc... etc., where a’, 8’, y’ ... are the mid- 


points of these sections. 

This curve would seem to describe best the trend of the cost 
of producing the semi-finished good V, and can conveniently be 
incorporated as an element in the unit cost of producing the 
finished product P. The trend curve decreases continually at a 
decreasing rate and is asymptotic to the horizontal line of 
constant minimum cost. 

Now the effect on the discontinuous cost curve of P of 
replacing the constant »» by such a decreasing function will 
clearly be that the minimum points will no longer lie on a 


1 The equation of the curve where ¢(x) = ax? + bz is 


20+ ./Pr 


= apy log ee + Vapypy + bp, 
2x2 — Ps 
Pr 
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horizontal straight line, but on a descending concave upwards 
curve (Fig. V). 

We might again draw a trend curve through this discon- 
tinuous curve, so that were there yet a third machine process in 
production, the cost curve of the finished product would descend 
even more steeply than before. There thus seems to be a 
tendency to diminishing costs which increases as the process of 
production becomes more elaborate. 











Fig. W 


§ 5. It must be emphasised that the cost curve with which 
we are dealing is essentially a short-period curve—it takes into 
account no new inventions or reorganisations which might be 
introduced over a long time; it assumes production to be carried 
on in an exactly similar method, whatever the scale of output. 
We here come up against the often repeated opinion of Marshall, 
that a short-period decreasing cost, or normal supply price curve 
is, if not non-existent, at least extremely improbable. 

This belief can be largely accounted for by Marshall’s defini- 
tion of the law of increasing returns: ‘ An increase of labour 
and capital leads generally to improved organisation, which 
increases the efficiency of the work of labour and capital ”’ 
[Principles, p. 318]. It is thus clearly a long-term conception 
only, and not to be confused, as Marshall says, with the economies 
of “‘ running full.”” He must assume that a business can always 
“run full” if it wants to, and that if its plant is not fully 
occupied, the reason must be found in some temporary slackness 
of demand rather than in the natural conditions of production. 

In the example we have been considering, if we look at the 
cost curve drawn in Fig. V, we may agree with Marshall in not 
admitting as a case of increasing returns the downward slope of 
any section of the cost curve previous to reaching a local minimum 


1 Cf. Principles, 8th ed., pp. 370, 460, 501, 805. 
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point; we may say that this is due to the machines F not being 
worked at their optimum output for some very temporary reason. 
But what are we to say of the downward sloping trend of the 
successive minimum points? This is due to the fact that the 
average cost of the intermediate products in various earlier stages 
of production tends to decrease with an increase in their output ; 
although the machines F may be running full (and those should 
be the only ones that Marshall should exclude in his law of 
increasing returns) it is unlikely that the amount of the inter- 
mediate product required to feed them should be that which can 
be produced at a minimum cost, since the machines used in 
earlier stages cannot also always be running full. If the output 
of P has to be increased, the manager should, according to 
Marshall, jump at once from the optimum point where he is 
working to the next optimum point on the curve. This is not 
likely to involve at the same time an optimum point on all 
machines used in more elementary stages; but, as the total 
output increases, the departures from this optimum line become 
less and less. It is only where the scale of production is extremely 
large that these departures become negligible and we reach a 
position of constant costs. It would seem therefore, that, apart 
from the forbidden economy of running full, there is an inherent 
technical advantage in such a case to be derived from an increased 
output; the increasing returns are admittedly of the nature of a 
probability, but they are none the less real and due to the 
technical discontinuities of production and not to any avoidable 
inefficiency on the part of the producer. 

§ 6. Marshall’s neglect of the short-period decreasing cost 
curve was evidently due partly to a serious difficulty which he 
thought that it would involve. He introduces this difficulty 1 in 
a note on p. 459, Principles. ‘“‘Some, among whom Cournot 
himself is to be counted, have before them what is in effect the 
supply schedule of an individual firm; representing that an 
increase in its output gives it command over so great internal 
economies as much to diminish its expenses of production; and 
they follow their mathematics boldly, but apparently without 
noticing that their premises lead inevitably to the conclusion 
that, whatever firm first gets a good start will obtain a monopoly 
of the whole business of its trade in its district. While others, 
avoiding the horn of this dilemma, maintain that there is no 
equilibrium at all for commodities which obey the law of increas- 


1 References to previous discussions of this problem are given by Mrs. Robin- 
son at the beginning of her article in Economic JouRNAL, December 1932. 
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ing return; and some, again, have called in question the validity 
of any supply schedule which represents prices diminishing as 
the amount produced increases.” Marshall himself, as we have 
seen, may usually be numbered among the latter. On this par- 
ticular page, however, he refers to the conception of the repre- 
sentative firm as the true means of avoiding the horns of the 
dilemma; a decreasing cost curve should not be attributed to a 
particular firm at one moment, but only to the industry as a 
whole over a long period of time. In other words, it is no 
solution at all of the problem of the short-period individual 
descending supply schedule. 

The fact, however, that under conditions of abstract pure 
competition there can be no long-period equilibrium if individual 
firms are working under conditions of decreasing costs, does not 
in itself seem a sufficient reason for denying that such decreasing 
costs can exist. There are two possible alternative courses ; 
either we can say that abstract pure competitiorm does not exist, 
or else we can say that long-period equilibrium does not exist; 
and we should be supported in either case by the fact that 
neither condition is to be found in real life. 

It has lately been suggested ! that equilibrium where com- 
petition is imperfect—where the demand curve confronting a 
single producer is not infinitely elastic—can be obtained only if 
the individual cost curve is a decreasing one; Mrs. Robinson 
even goes so far as to suggest that such imperfections of the 
market actually cause the costs of production to decrease.? 

The case which Mrs. Robinson considers, where, owing to the 
rare nature of the market imperfection and the complete absence 
of frictions or transfer costs, the producer enjoying a semi- 
monopolistic position is unable to reap any benefit from it in the 
form of monopoly profits, is demonstrated to be one in which a 
long-period equilibrium is compatible only with decreasing costs. 
In the more probable cases, where the monopolistic competitor 
benefits from his position by making more than normal profits, 
an equilibrium is possible whether costs are increasing, decreasing 
or constant (so long as average costs do not decrease faster than 
the demand price). 

It seems, therefore, that if compatibility with long-period 


1 Cf. R. F. Harrod, Economic JourNnaL, December 1931, and Mrs. Robinson, 
EconoMic JOURNAL, December 1932. 

2 Cf. loc. cit., p. 545: ‘* By these assumptions conditions are postulated in 
which, if competition were perfect, the industry would be producing at constant 
supply price.” And yet the cost curve drawn on p. 548 does not represent 
constant costs. 
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equilibrium is to be the criterion of existence of any economic 
condition—as Marshall and Mrs. Robinson suggest—we may 
“follow our mathematics boldly ”’ and allow that in the short 
period, decreasing costs are as necessary and as justifiable as 
increasing costs. 

In fact, however, there is no reason to suppose any such 
direct connection between the technical conditions of production 
which determine the shape of the cost curve, and the necessary 
conditions for a long-period equilibrium corresponding to the 
existing state of demand. The cost curve, at least for a single 
commodity, may be examined independently as in this paper, 
and according to the shape which it assumes, together with the 
nature of the market in which the commodity is to be sold, the 
price and output which result may or may not conform with the 
conditions of an equilibrium. M. F. W. JosEPH 
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SAVING AND HOARDING 


§ 1. In a future article I hope to examine certain aspects of 
the relation between saving, the rate of interest, and the course 
of industrial fluctuation. But since the first of these concepts is 
a troublesome one, I propose to devote a preliminary article to 
explaining and illustrating the meaning which is here attached 
to it. 

I assume the existence of a period of time, to be called a “ day,” 
which is finite but nevertheless so short that the income which a 
man receives on a given day cannot be allocated during its course 
to any particular use. A man’s disposable income—the_income 
about which the question arises on any particular day as to 
whether it shall be “saved” or “spent ’—is thus the income 
received not on that day but on the previous one. A man is said 
to be saving if he spends on consumption less than his disposable 
income. 

The form of our analysis will be much simplified if we can bring 
ourselves to identify this “day” with the period during which, 
at the outset of our inquiry, the stock of money changes hands 
once in final exchange for the constituents of the community’s 
real income or output. ‘To do so, it is true, will not only take us 
out of touch with the facts, but will preclude us from considering 
the possibility of an increase in the velocity of circulation of 
money against output above that from which we happen to start : 
for our definition does not admit of a piece of money coming to 
do more than one job in a day. Nevertheless, in order to throw 
a broad light on certain situations in which this possibility is not 
relevant, this simplifying identification will here at first be made. 

§ 2. There are certain other concepts, akin to but distinct from 
Saving, which seem to be useful in considering these matters. 

A man is said to lack, or to do Lacking, if his consumption on 
any day falls short of the value, at the time of its receipt, of the 
income which he has at his disposal on that day. It is thus clear 
that Saving may involve Lacking. Thus, if a man receives an 
income of £10 on zero day and spends only £8 on consumption 
on day 1, and if the general situation around him is unaltered, 
he is lacking the quantity of consumption goods which could be 
bought for £2. But it is also possible (1) that Lacking should 
No. 171.—voL. Xiu. EE 
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occur without Saving, (2) that Saving should occur without 
Lacking. (1) Suppose that on day 1 our man spends the whole 
of his £10 on consumption, and is therefore not saving; but 
suppose that other people add to the flow of money expended on 
that day, thus competing with him for the flow of goods coming 
forward for sale and driving up their price, so that his £10 buys 
8 units of goods instead of 10. Then he is lacking 2 units of 
goods. It is convenient to call Lacking arising from such a 
cause Automatic, to distinguish it from the Voluntary Lacking 
which arises out of Saving. (2) Suppose that on day 1 our man 
spends only £8 on consumption, but suppose that other people 
contract the flow of money expended on that day, so that his £8 
buys 10 units of goods instead of 8. Then he is saving, but doing 
no Lacking at all. 

It is important to have a separate name, or at all events a 
separate pigeon-hole in the mind, for this experience of consuming 
less (or more) than one would have done if other people had not 
altered their expenditure. For this experience does not itself 
constitute Automatic Lacking (or its converse): it only entails 
Automatic Lacking (or its converse) if, in accordance with the 
general definition of Lacking, consumption falls below (rises 
above) the value, at the time of its receipt, of the disposable 
income. The names which I have suggested, for want of better, 
for these experiences, are Automatic Stinting and Automatic 
Splashing. Thus in case (2) above, our man is experiencing 
Automatic Splashing, but is not doing any negative Lacking. 

§ 3. A man is said to be hoarding if he takes steps to raise the 
proportion which he finds existing at the beginning of any day 
between his money stock and his disposable income. On our 
simplified hypothesis this proportion is, to begin with, unity : 7.e. 
if the representative man’s income received on zero day is £10, 
so also is his money stock at the beginning of day 1. If on day 1 
he spends £8 on consumption goods and £2 on a tool or a security, 
he is saving but not hoarding; if he spends £8 on consumption 
goods and leaves £2 unspent, he is hoarding as well as saving, for 
he is taking steps to raise the proportion specified above from 1 to 
1}. Thus Saving does not necessarily involve Hoarding. But 
neither does Hoarding necessarily involve Saving. For suppose 
our man on day 1 spends £10 on consumption but adds to his 
money stock by selling a tool or a security worth £2. In this case 
also he will be taking steps to raise the proportion specified above 
from 1 to 1, and will therefore be hoarding : but he will not be 
saving. 
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The converse operations to Saving, Lacking and Hoarding 
may be called Dissaving, Dislacking and Dishoarding.1 Hoard- 
ing (Dishoarding) may be alternatively defined as acting in such a 
way as to decrease (increase) the velocity of circulation of money 
against output. 

§ 4. It will be useful to illustrate these concepts from a situa- 
tion to which Mr. Keynes’ work has attracted particular attention, 
—an “economy campaign ” on the part of consumers. It will 
be assumed that the community consists of two classes, “the 
public ” (A), whose rates of money income are prevented by 
contract or custom from varying during such short periods of 
time as are here under consideration, and “ entrepreneurs ” (B), 
of whom this is not true. To bring out the essential points, it will 
be assumed that a decline in the demand for a group of commodi- 
ties is met not at all either by a restriction of output, or by a 
restriction of sales and accumulation of stocks, but entirely by a 
reduction of prices sufficient to market the original output. It 
need hardly be emphasised that such a situation is unstable, and 
likely to generate an accumulation of unsold stocks and a re- 
striction of output and employment. To simplify the argument 
still further, we can start by assuming that at the outset “ In- 
vestment,” defined as expenditure on new instrumental goods,” 
is zero, all net output consisting of consumable goods. 

Let S be the expenditure, R the income received and 7’ the 
output on any day, P the price-level of 7’, and M the money 
stock at the end of the day. Let us use subscripts to denote 
classes and days. Then we start with S = R = PT, Sa = Ri, 
S, = R. Also, on our simplified hypothesis about the length 
of the day, Ma = Ru, Ms = Ri. 

Now let us suppose the public decides to save, in the form of 
an addition to its money stock, an amount of money X per day. 

_M-X_M-xX , 


Then we have 8S, = Ma — X + M, P, = - 7 =—_ 


1 On our simplified hypothesis the possibility of Dishoarding on day 1 is, 
at least for the representative man, ruled out. For he cannot spend on con- 
sumption more than his disposable income, unless indeed he borrows, or sells 
some property, to enable him to do so: and even in that case he cannot, from 
the definition of a day, allocate on day 1 any part of the income received on that 
day to repaying the loan or repurchasing the property. Nothing therefore can 
cause his money stock at the beginning of day 2 to fall short of his income 
received on day 1. This only shows, of course, that the simplification is unsuit- 
able for dealing with some of the situations we may want to consider. 

2 More strictly, as expenditure on non-available output, in Mr. Keynes’ 
phrase (Treatise on Money, I, 127); but for the purposes of this particular argu- 
ment we may ignore the fact that some Investment takes the form of increased 
expenditure on increments of working capital. 

EE2 
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Ryu = Ma, Ry =Me—X, Mu =Mit+X%, My =M—X. 
The public has both saved and hoarded: entrepreneurs, spending 
their previous day’s income, have neither saved nor dissaved, 
neither hoarded nor dishoarded. 


The public has intended to consume ee and to lack 4 


: , Mi—X Mia—X M sald ie 
but it has in fact consumed “ or —p— - yy — x be it 


a M 1) 


has experienced Automatic Splashing, a a ee 
X M.a—X — M.— X xX M, 
or P ‘ ; ee ’ and has lacked s(1 =— x) or P P Uu ree 


Entrepreneurs have experienced Automatic Splashing P: ee 
Thus the whole of the Saving of the public has gone to waste in 
the form of increased consumption either by itself or other people. 

If on day 2 entrepreneurs spend their previous day’s income 
M, — X, they are, in accordance with our definitions, neither 
saving nor dissaving,! neither hoarding nor dishoarding. If the 
public again saves and hoards X, we have S, = Ma—X 
+ M, — X = M — 2X, and the price-level continues to fall. The 


Ma — X Mi—xX. , : 
excess of — over is consumption accruing to the 
P, P, 
public through Automatic Dislacking, the excess of = 
1 








over ae PE = is consumption accruing to them through the fact 


that, in Professor Pigou’s words, past contracts have been 
doctored in their favour. The former type of benefit is enjoyed 
in common with entrepreneurs, the latter type is enjoyed at 
their expense. 

It will be seen that the cause and extent of the fall in the 
price level on any day can be defined alternatively in terms of 
the Hoarding done on that day, or in terms of the excess of 
Saving over Investment on that day,—Investment remaining 
zero throughout. 

§ 5. What happens if the monetary authority sets out to 
counteract the economy campaign by a daily injection of new 
money of amount X into the system? The answer varies 
according to what supposition we make about the method of 
injection : to fit our simplified world in which Investment is 
normally nil, it will be most convenient to suppose that the new 


1 In Mr. Keynes’ terminology, they are saving. 
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money is issued through the hands of a body of dole-drawers, 
whose expenditure on any day, since they are innocent of the 
earning of income, must be accounted Dissaving. If the injection 
begins on day 1, we have S,=S, P,; =P, My=M». The 
Hoarding of the public has been successfully offset by the creation 
of new money : or (if we prefer) the Saving of the public has been 
offset by the Dissaving of .the dole-drawers. This procedure 
can be repeated day after day as long as the economy campaign 
lasts: though it is open to the prima facie objection that it 
involves a misuse of the public’s savings.1 

If the authority delays the injection of X new money till day 
n, it will on that day prevent the price-level falling from 
FP. =--™ to P. =~ new will not, of course, raise it 

M M 
to P. In other words, it will cancel with Automatic Stinting the 
Automatic Dislacking that would otherwise have been experienced, 
but will not effect any re-doctoring of past contraets. If it wishes 
to effect the latter, it must inject more than X per day, thus 
inflicting Automatic Lacking on all parties. 

§ 6. We may turn now to a somewhat different case, to which 
Mr. Keynes has invited particular attention. In this case 
entrepreneurs, instead of reducing their expenditure to match 
the reduction in their disposable income, maintain it at its old 
level, having put themselves in a position to do so by selling 
securities to the public, whose Saving takes from the start the 
form of purchasing these securities and not of adding to its 
money stock.? In order to analyse this case, we must approach 
closer to real life by supposing that Saving and Investment are 
normally positive, part of the income received by the public on 
any day being used on the following day in the purchase of new 
instrumental goods.? Let 7', 7” and 7” be total output, output 
of consumption goods and output of instrumental goods 
respectively; P, P’ and P” their price-levels; S, S’ and S” 





1 We must postpone to a later stage the question whether this prima facie 
objection is always justified. 

2 The supposition that the distress sale of securities begins simultaneously 
with the extra Saving of the public seems to me somewhat unrealistic; never- 
theless, since it is not inconsistent with our definition of a day, and since Mr. 
Keynes appears to attach importance to it (Economic JouRNAL, Sept. 1931, 
p- 417), I have thought it best to retain it. 

3 At the cost of further complicating our algebra, we could approach closer 
still to real life by assuming that part of the Saving and Investment is normally 
done by consumption entrepreneurs. We could also take account of the fact 
that if Investment is normally positive, the output of consumption goods is 
presumably continuously increasing and their price falling as a result of more 
efficient methods of production. 
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the expenditures upon them; and &;, Rs’ and R,” the incomes, 
M., M.’ and M,” the money stocks, of the entrepreneurs who 
produce them. 


Then on day 1, S,’ = 8S’ — X, P,’ a: —* 


Ry 
PY’ =P"; 8 =S—X, P,=P.5S4. Mu = Me My! = 
M,’ —X+X =WM,', M;,” = M,”. As in the previous case, 
entrepreneurs neither save nor dissave, and the fall in P may 
be attributed to the excess of the Saving of the public 
(S” + X) over Investment (S8”). But the sale of securities by 
consumption entrepreneurs indicates that they realise that their 
income received on day 1, and at disposal on day 2, will only be 
M, — X; their action, therefore, in insuring, by the sale of 
securities, that their money stock at the beginning of day 2 shall 


, 


be M,’ constitutes Hoarding (for —— X is greater than a ). 


r e- Jow 
; a == §", 


Thus the fali in P may equally be ascribed to the Hoarding of 
consumption entrepreneurs. There is, I think, no paradox 
about this way of looking at the matter. For if consumption 
entrepreneurs had not sold securities, while the public had re- 
mained unwilling to let its extra Saving take the form of Hoard- 
ing, the latter would have had to devote the extra sum saved X 
to the purchase of new instrumental goods, thus increasing the 
incomes of some entrepreneurs as much as it diminishes those of 
others, and causing the price-level of output as a whole to remain 
unchanged. It is the Hoarding by consumption entrepreneurs 
which prevents this result from occurring. 

Thanks to their Hoarding on day 1, consumption entrepren- 
eurs are enabled on day 2 to repeat their old expenditure M,’ ; 
in so doing they are now dissaving, since their expenditure M,’ 
exceeds their disposable income M,’ — X. But in again selling 
securities worth X to the public on day 2 they are no longer 
hoarding, since their action is not calculated to raise the pro- 


5 


portion of money stock to disposable income above =,,——+ Wy —x’ but 


only to keep it at that level. Hence, since there is no Hoarding, 
or (if we prefer) since the Dissaving of entrepreneurs cancels the 
Saving of the public so that total Saving = S” = Investment, 
there is no further movement of any of the _price-levels 
(S,' = 8, = 8 — 2; &," =8&"). 

§ 7. In real life there are, of course, intermediaries in the form 
of an organised stock market between the public and the entre- 
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preneurs who make new instrumental goods. So also are there 
intermediaries in the form of merchants, etc. between the public 
and the entrepreneurs who make new consumption goods; and 
it seems reasonable in a first approximation to abstract from both. 
But it will perhaps be well, at the cost of temporary departure 
from our simplified hypothesis about the length of the day, 
to digress here to examine the situation which arises if the chain 
of intermediaries is longer in the one case than in the other. 
Suppose that if at the outset I am spending £10 on consumable 
goods on any day I hand it direct to an entrepreneur, while if 
I am saving—but not hoarding—£10 I hand it to a dealer in 
securities (C), who on the same day is handing £10 in exchange 
for a new issue to a company promoter or local authority (D), 
who on the same day is handing £10 to a purveyor of instrumental 
goods (E). This picture, though still, of course, highly simplified, 
seems to represent fairly the essential facts of a capital market 
in equilibrium. . i 

If now on day 1 I save more without hoarding, i.e. if I switch 
over £5 from the purchase of consumption goods to the purchase 
of securities, and if there are no distress sales of securities by 
entrepreneurs, while C and D make the same disbursements as 
on the previous day, the price of consumption goods falls and the 
price of instrumental goods fails to rise. What has happened ? 
Either C has sold me the usual volume of securities at an enhanced 
price, or he has drawn upon a reserve pool of securities to meet 
my demands,—probably the two happenings have been combined, 
the latter preponderating. In the former case the price of a 
certain service, which ought to enter into an index-number of 
output, has gone up.? In the latter case C has hoarded, for by 
selling for money an asset other than money he has taken steps 
to increase the proportion of his money stock to his disposable 
income. 
If, by a further departure from our simplified hypothesis about 


1 It involves, of course, the assumption that the average number of times 
which money is exchanged against output is less than once per day. The money 
stocks of C and D must be at least equal to their daily turnover, not their daily 
income. 

2 This seems to be the natural way of looking at the matter (and in con- 
sonance with British income-tax practice), so long as the rise in price is confined 
to the batch of securities which I buy from C. But if we must assume that 
through the sympathy of an organised market it is instantaneously transmitted 
to the securities which C buys, so that for his usual expenditure he can buy 
fewer of them, then in this case, as in the other, he must be regarded as hoarding. 
For he has substituted a certain amount of money for a certain volume of 
securities among his assets, and raised the proportion of his money stock to his 
money income. 
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the length of the day, we assume that C has a reserve of money 
in excess of his daily turnover, there arises the possibility that C 
should on day 1 preserve his pool of securities from depletion by 
buying more new issues from D. This action will doubtless 
occasion some rise in the price of a particular type of output— 
the services of D; but for the most part it will involve Hoarding 
by D, who under the impact of C’s demand creates new securities, 
the sale of which increases the proportion of his money stock to 
his disposable income. Finally, if D also has a reserve of money, 
and concurrently with the creation and sale of new securities 
increases his expenditure on E’s products by a like amount, there 
is no Hoarding at all, and no fall at all in the price of output as 
a whole. 

Thus in all cases such fall in the price of total output as 
occurs is seen to be attributable to Hoarding by someone,—either 
the public, or the entrepreneurs of consumable goods, or the 
dealers in securities, or those who handle the proceeds of new 
issues. + 

§ 8. What happens if, in the case set out in § 6, the monetary 
authority undertakes counter-action along the lines explained in 
§ 5, i.e. by injecting new money X through the hands of a body 
of dole-drawers? If it takes immediate action, we have 
S,’ = S’, 8," = 8", and the price-levels do not move; My,’ = 
My’ + X. What happens on day 2? If entrepreneurs have 
reason to expect a repetition both of the economy campaign 
and of the counter-action—.e. if, not distinguishing between a 
dole-drawer and a member of the public, they expect to receive 
the same income on day 2 as on day 1 and day 0—they have no 
need to sell securities in order to maintain their expenditure at 
M,’. Hence, if appropriate arrangements can be made, the 
extra savings of the public become available for financing the 
counter-action of the authority. If consumption entrepreneurs 
neither save nor dissave, 7.e. if they spend on consumption their 
disposable (which is also their anticipated) income M,’, we shall 
have S,' = 8’, 8,” = 8", and again no movement in the price- 
levels. This situation can be repeated day after day: though it 
is open to the prima facie objection that it involves a misuse of 
the public’s savings and presumably a burden on the public 
finances for interest payments.” 

It does not seem, however, that we can assume that con- 


1 Hoarding by this last class seems to have assumed great prominence during 
the later phases of the great American “‘ boom” which broke in 1929. 
2 See p. 403, n. 1. 
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sumption entrepreneurs will acquiesce permanently in their 
money stock bearing an enhanced proportion to their disposable 
income.! For their object in taking steps to increase that pro- 
portion on day 1 was to put them in a position to maintain their 
old expenditure M,’. The authority’s action having removed 
the difficulty in the way of their doing this, it seems natural to 
suppose that on some day n (which may even be day 2) they will 
either (i) dishoard and dissave, thus raising Sn’ to S’ + X and 
P,’ to alle - x ° 
swinging a sum X into the capital market and raising S,” to 


S” + X and P,” to = .P"2 


P’; or (ii) dishoard without dissaving, thus 


If it wishes to avert this situation, the authority must not 
only refrain from creating additional money on every day except 
day 1, but must be ready to destroy on day n the money created 
on day 1,—presumably in case (i) by intercepting and destroying 
the extra money saved by the public instead of arranging for its 
expenditure through the hands of dole-drawers, and in case (ii) 
by selling securities out of a reserve pool to consumption entre- 
preneurs. We shall then have S,’ = 8’, Sn” = 8”, Mn’ = Ms’, 
and full equilibrium for the moment restored. On the following 
day, if the economy campaign continues, the creation of new 
money is again called for. Thus the neutralisation by such 
means of a perfectly steady economy campaign of the character 
now under discussion would seem to call for a great flexibility of 
monetary policy between the three courses of money-creation, 
money-canalisation and money-destruction. 

§ 9. What happens if the authority, being concerned to main- 
tain the stability not of P’ but of P, counteracts on day 1 not in 
the way hitherto supposed, but by increasing Investment? In 





this case we get S,’ = S’ — X, P,’ = 8 Ra x at eS <a BP 4, 
PY’ = ie a a My’ = Mi’ —X, My" = Me" + X. 


What happens on day 2 depends on the action of instrumental 
entrepreneurs, which cannot be predicted from our data: but 
unless they are smitten with a desire to hoard, they will disburse 
the accession X to their disposable income either (i) on con- 
sumption goods or (ii) in the capital market. 


1 It is to Mr. Maurice Allen of Balliol College that I am indebted for recog- 
nition of this point and its consequences. 

2 Alternatively, the authority may divert this X into additional expenditure 
by dole-drawers, with results on S,’ and P,’ similar to those reached under (i). 
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(i) In this case we get S,’ = 8’, P,’ =P’. Consumption 
entrepreneurs can count on an income WM,’ and _ therefore 
have no motive to sell securities: the savings of the public 
thus become available for maintaining 8,” at S” + X and 
” 
P,” at — .P, thus raising P, to —— = .P. If the 
authority wishes to avert this, it can do so only by destroying 
money, e.g. by selling to the public securities worth X out of a 
pool.t The events of days 1 and 2 can then repeat themselves in 
an endless cycle. 
i ‘ ; ; ,_S-xX 

(ii) In this case we get S,’ = S’—X, P,’= cae ts 
Consumption entrepreneurs are constrained to repeat their 
sales of securities to the public,? absorbing its extra savings. 
S,” = 8S” + X,—the X coming in this case from the instrumental 

” 
entrepreneurs themselves—and P,” = i .P". To pre- 
serve the stability of P the authority need not reverse, but must 
not repeat, its counter-action. This situation can repeat itself 
day after day. 

The slight difference between the results of case (i) and 
case (ii) turns upon the fact that in the latter the motive of con- 
sumption entrepreneurs for keeping an enhanced proportion of 
money stock to disposable income remains throughout unim- 
paired, while in the former it does not. In this respect the case 
discussed in § 8 resembles case (i). But in all cases it will be seen 
that if secondary Hoarding of this type is the only kind of Hoard- 
ing at work, the total net counter-creation of money required, even 
in the face of a long-drawn-out economy campaign, is at most 
very small. To represent such distress sales of securities as a 
major cause of disturbance and of the need for counter-creation 
of money seems to be misleading. Their effect in this direction 
is negligible compared with that of primary Hoarding by entre- 

1 The action of instrumental entrepreneurs in spending their disposable 
income M,” + X constitutes neither Saving nor Dissaving, neither Hoarding 
nor Dishoarding. The action of consumption entrepreneurs in spending M,’, 
while their disposable income is M,’ — X, constitutes Dissaving and also Dis- 
hoarding (since its effect is to decrease their proportion of money stock to dis- 
posable income from woes to aa The public’s extra Saving, unless 
absorbed by the authority, equals its extra Investment. Thus unless the 
authority deflates, there is an excess of Investment over Saving, or (in the 
alternative language) an uncompensated act of Dishoarding. 

2 Thus dissaving, but neither hoarding nor dishoarding (see § 6, sub fin.). 


Their Dissaving cancels the extra Saving of the public, while the extra Saving 
and Investment by instrumental entrepreneurs equal one another. 
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preneurs or public, 7.e. a refusal to spend disposable income either 
on consumption goods or on instrumental goods or securities. 

§ 10. In real life, the length of the average period of circula- 
tion of money against output is considerably greater than that 
which we can, with any show of plausibility, attribute to the 
“day ” as defined in § 1. If we conceive of this period as con- 
sisting of K days, and define 7’ as the output not during a day but 
during a circulation period, we can rewrite the equations of the 
second paragraph of § 4 as follows :—S = R = oh Sa = Ra, 
S, = Rs, Ma = KRa, Mt = KR. 

For the sake of variety we may analyse the consequences of 
this complication in connection not (as would be easy) with an 
“economy campaign,” but with the issue of new money by the 
banking system to draw a new batch of workpeople into employ- 
ment and build up a new increment of working capital,—that is, 
of goods in process of production. The new money may most 
conveniently be regarded as being spent on consumption goods, 
by the new workpeople, on the day of its creation, their own out- 
put not being of a type which is available for consumption and 
not entering, therefore, into the stream designated by 7’. If the 


banking system creates in this wa x units of money per day, 
g YR y | y 








Bek. Bie Bee o 
we have, therefore, S, = : P, = o < we . 
Ma M4+X . 2 
Ru=Z  Rw=— as Mu=Ms, Mu= Mr +z. 


In contrast, therefore, to the case analysed in § 4, entre- 
preneurs’ money stock, instead of continuing to bear the old 
proportion to their disposable income, has come to fall short of 


K times that income by an amount =x —1). There is, there- 


fore, some prima facie case for supposing that they will perform 
Hoarding and Lacking with a view to restoring the proportion to 
its old level; and there is a certain simplicity, if no more, in 
supposing that they will aim at spreading this process over the 
remaining (K — 1) days of the circulation period, thus saving 


: per day, 7.e. spending > per day instead of their disposable 





‘ Mi +X P . 
income z . Thus on any n” day, where n is less than K, 
1 Assuming K to be the same for both classes of the community. The 


method can be extended to the case (presumably actual) in which z = 2 e+ x 
a ’ 
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M+X 


we get Sr = a S,, Pn = P,. At the end of K days in 
all, Mz = Mp + X = KRzs, and the motive for further Hoard- 
ing disappears. Thus Sx +) = oe Peua= =< eS 


and the process begins anew. 

In the “ standard ” case here analysed, the effect of this com- 
plication may be expressed by saying that the creation of new 
money tends to raise the average velocity of circulation of all 
money, this tendency being counteracted on days 2 to K of each 
circulation period by the Hoarding of entrepreneurs. Or, again, 
it may be expressed by saying that each piece of new money 
exercises an influence on the price-level on the day of its birth, 
and thereafter recurrently at the end of each K days.1 

It is convenient to have a separate pigeon-hole in the mind 
for Saving which, while perfectly voluntary, is undertaken not, 
as it were, out of the blue, but in order to restore a proportion of 
money stock to disposable income which has been disturbed by 
an alteration in the rate of expenditure by other people (including 
the monetary authority). Such Saving (which is, of course, also 
Hoarding) and the Lacking which it entails may be called Induced, 
to distinguish them both from the spontaneous Saving and 
Lacking which are performed without any such provocation, and 
from the Automatic Lacking which is performed involuntarily. 
While there is no particular reason to think that the “ standard ” 
case analysed above is more likely than any other, there does 
seem to be reason to think that Induced Saving and Dissaving 
are often of importance in retarding the movements of prices and 
incomes generated by autonomous variations in the supply of 
money, or in its velocity of circulation against output. 

§ 11. Definitions are, of course, a matter of taste and con- 
venience, and must be judged by their fruits; but at the risk of 
seeming to indulge in barren controversy I may perhaps be 
excused for saying a little in defence of the apparatus here em- 
ployed. The definition of Saving corresponds, I think, much 
more closely to the usage of ordinary life and is much less likely 
to cause confusion than the paradoxical definition employed by 
Mr. Keynes, according to which entrepreneurs are Saving if they 
contract their consumption to match a contraction in the income 
which they have received, and dissaving if they expand their con- 
sumption to match an expansion in the income which they have 
received. Nor is it touched by the argument which Mr. Keynes * 


1 Cf. Pigou, Theory of Unemployment, p. 200. 
2 Economic JourNAL, 1931, p. 422. 
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and Mr. Kahn have advanced in support of their termin- 
ology, namely, that with a “simple-minded”! definition of 
Saving, Saving and Investment are necessarily equal. For, 
so runs the argument, the former is (to the simple-minded) 
the excess of total income over income spent on consumption 
goods, while the latter is the excess of total income over 
income received from the sale of consumption goods. Now 
the money spent on consumption goods must necessarily equal 
the money received from their sale; hence the excess of total 
income over the one must necessarily equal the excess of total 
income over the other. But it is clear that this disconcerting 
result only follows if we insist on identifying the income received 
in any small slice of time with the income whose expenditure (plus 
or minus certain other items) generates the income received in 
this small slice of time, thus averting our eyes from what common 
sense proclaims (even to the simple-minded) to be the essence 
of the whole matter; namely, the power possessed by the public 
and by the monetary authority to alter the rates of income flow, 
—the former by putting money into and out of store, the latter 
by putting it into and out of existence. On my definition, Saving 
and Investment are not necessarily equal, and it is on the difference 
between them that the movement of the price-level (not, as in Mr. 
Keynes’ scheme, the state of the price-level as compared with 
some normal state) depends. 

§ 12. It is, I think, a defect of Mr. Keynes’ scheme that it 
fuses together two distinct types of burden inflicted on the public 
by an inflation of bank credit in the interests of capital-forma- 
tion. These are, on the one hand, the Automatic Lacking 
imposed through the expenditure of newly-created money by 
new workpeople, etc. brought into employment to build up 
additional working capital; on the other, the diminution of con- 
sumption which results from the distortion of contracts occasioned 
by a rise in prices which has already occurred,—a diminution 
which renders possible increased Saving and Investment by 
the entrepreneurs it. whose favour contracts have been distorted. 
The former burden stops when the inflation stops: the latter 
does not. The former would be a feature of inflation in a com- 
munity which consisted entirely of small independent farmers, 
craftsmen and dealers : the latter would not. 

Professor Hayek’s very interesting historical study * con- 
firms me in the impression that it is the former type of burden 


1 The word is Mr. Kahn’s, Economic JOURNAL, 1932, p. 492. 
2 Quarterly Journal of Economics, Nov. 1932, pp. 123 ff.—from which the 
following quotations are reproduced. 
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which has been principally in the minds of most of those writers 
who have called attention, under one name or another, to the 
phenomenon of “Forced Frugality.” “The additional bank- 
notes,”’ writes Mill, “are, in the ordinary course, first issued to 
producers or dealers; and though the stock of commodities in 
the country is no greater than before, yet a greater share 
of that stock now comes by purchase into the hands of producers 
and dealers.” ‘‘L’émission de billets de banque pour une 
certaine somme,” says Walras, “‘ améne, pendant toute la période 
d’émission, une hausse du prix des produits consistant en revenus 
consumables et capitaux neufs qui se mesure approximativement 
par le rapport du montant de |’émission au montant du revenu 
social antérieur. Ce phénoméne est transitoire: une fois 
l’émission terminée, la hausse en question disparait.’’ Wicksell, 
in Prof. Hayek’s words,! taught that “ the rise in the price-level 

. is in the first instance brought about by the entrepreneurs 
spending on production the increased amount of money lent by 
the banks. This process . . . involves what Wicksell now for 
the first time called enforced or compulsory saving.” 

Bentham’s exposition is somewhat confused: for while it is 
only the first spending of the new money which is regarded as 
contributing to the formation of new capital, attention is also 
drawn to the continuing burden suffered by “fixed incomists ”’ 
as a result of the rise in prices.2, In Professor Hayek’s own 
treatment both elements seem to be present, but not very clearly 
distinguished : thus, while it is the newly-created money which 
is pictured as inaugurating the régime of “forced saving,”’ it is on 
the encroachment of wages on re-investable profits that chief 
emphasis is laid as the factor which brings it to an end.? In 
Professor Mises’ analysis the two elements are, I think, dis- 
tinguished, but the term “erzwungene Sparen” is confined, 
rather unexpectedly, to the second : the thing so named consists 
entirely of money saved and invested by entrepreneurs as 
a result of the expansion of their incomes, and is conceived of 
(also rather unexpectedly) as contributing, so far as it goes, 
to a fall in the ‘natural’ rate of interest.4 Until there is a 
greater measure of agreement as to what “ Forced Saving ”’ really 


1 Prices and Production, p. 21. I cannot believe that any of these writers 
would have endorsed Mr. Hawtrey’s opinion that “‘ for practical purposes the 
ideas of Automatic Stinting and Automatic Lacking are completely nugatory ”’ 
(Economic JouRNAL, 1926, p. 431). 

2 Hayek, Q.J.H., loc. cit., p. 125. 

8 Prices and Production, esp. pp. 52-3. Cf. Haberler in Gold and Monetary 
Stabilisation, pp. 64-5. 

* Geldwertstabilisierung und Konjunkturpolitik, pp. 45, 49. 
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consists in, I do not feel able to abandon my own inelegant 
terminology ! 

The relevance of these distinctions to the analysis of the trade 
cycle will appear, I hope, in the sequel. But it may be suggested 
at once that a rise in the rate of interest which renders unprofitable 
those extensions of capital equipment which have been paid for 
out of bank loans falling due for renewal,! will not necessarily 
have that effect on those extensions which have been paid for out 
of windfall profits. 

§ 13. The step-by-step method of analysis involved in my 
definitions has been criticised somewhat contemptuously by Mr. 
Hawtrey in the words, “These assumptions serve well enough 
for an exercise in the integral calculus, but seem too remote from 
practical facts to deserve discussion.” 2 I am not able to see 
whether, in more skilful hands, the whole matter could be treated 
in terms of the calculus, or whether (as I am inclined to suspect) 
discontinuity is of the essence of the story. Nor do I see how to 
apply simple algebraic equations to this matter of a changing 
income-flow, otherwise, so to speak, than microscopically; Mr. 
Keynes’ attempt to apply them macroscopically over periods 
which are not internally homogeneous seems to me, for the 
reasons which I have given, to be unsatisfactory. 

In Mr. Hawtrey’s own- treatment, if consumers dishoard, 
‘consumers’ outlay ” for a period exceeds “ consumers’ income ” 
during the same period, since the additional sums received by 
entrepreneurs are (somewhat arbitrarily) excluded from the con- 
cept of income till they are “drawn out” of the business by 
its owners.’ If all goods and services were sold direct by one 
consumer to another, consumers’ income and consumers’ outlay 
could not be different in magnitude 4; and it would then perhaps 
be more evident to Mr. Hawtrey than it seems to be at present 
that his own treatment involves implicitly the very concept 
which I have tried to make explicit,—namely, the successive 
existence of a short number of slices of time during each of which the 
money which appears as income for A cannot also appear as 


outlay by A (and therefore income for B).5 
D. H. RoBertson 


1 Prices and Production, p. 55, top. 2 Economic JOURNAL, 1926, p. 429. 
3 The Art of Central Banking, p. 93. 4 Ibid., p. 96. 
5 Even as it is, Mr. Hawtrey seems to make use of such an interval. ‘“ In 


practice we may suppose that when the release of cash [by traders] first begins 
there is a very short interval when [the increment of consumers’ outlay] = 0. 
That is to say, people have spent nothing out of their increased incomes ”’ (ibid., 
p- 114). 














CO-OPERATORS AND THE STATE 


LiKE trade unionism and the friendly society movement and 
socialism, the co-operative movement is closely related in time 
and genesis to the Industrial Revolution. In Great Britain, 
the mother country of industrialism, it first took root; and there 
it assumed the only form compatible with dynamic expression 
in a nation of industrial wage-earners—consumers’ co-operation. 
Dispossessed as individuals of effective access to the instruments 
of production and distribution, the wage-earners could only 
re-establish contact by action as a group. And if the group was 
to hold its own against large capitalistic enterprise, it had to be 
by some device which admitted of federal expansion; and this 
meant starting with distribution and working back to other 
activities. Considered as a social phenomenon, it was an expres- 
sion of self-help by voluntary association in the economic field. 

It is broadly true to say that on the mechanical and business 
side agriculture did not pass through the equivalent of the Indus- 
trial Revolution until the end of the nineteenth century. On the 
business side, the revolution developed first in Denmark: on 
the mechanical side, it went forward at a prodigious rate in 
Canada and the United States in the decade 1920-30. In both 
cases the most significant social fruit was a great co-operative 
movement of agricultural producers. Viewed in the large, from 
1820 to 1933, co-operation at home and abroad—among industrial 
consumers and agricultural producers respectively—is the reply 
of economic democracy, on its constructive side, to the evolution 
of modern capitalism. 

In the 1820’s, when co-operation was coming to birth in Great 
Britain, individualism was at its height; and the first co-operation, 
like the first socialism (which in fact was a co-operative socialism), 
reflected this. Co-operation was a protest against the excesses 
of individualism in terms of something not far removed from 
individualism—namely, the voluntary group. The first co- 
operators desired the intervention of the State not at all—neither 
as a means nor as an end. Their means was self-help through 
association : their end was the new state of society, advocated 
by Robert Owen, the great social free-lance of his day, and having 
its roots in a community experiment on the land. The Owenite 
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ideal so blinded the eyes of his disciples that they did 
not realise for a time whither their efforts were taking them. 
Would it be to the service of mutual employment through 
co-operative production; or would it be to the service of 
mutual supply through co-operative distribution of the neces- 
saries of life? For a time it was both: then patrons jumped 
in, to advertise co-operative production as a_ solvent of 
class conflict, without sufficient regard for its objective possi- 
bilities. But by 1890, at any rate, it was clear that the main 
field of co-operation in this country must be consumers’ co-opera- 
tion; and that co-operation among working-men producers, 
whilst truly and nobly co-operative, had no dynamic future 
except in relation to the consumers’ movement. Objective 
conditions determined this. For, in an age of machine power, 
small groups of workers could rarely be efficient producers; but 
small groups of consumers, paradoxical as it may seem, could. 
For, without any departure from their original purpose. of self- 
help through association in the service of supply, they could grow 
backwards into large-scale production. 

Recent tax controversy has brought into prominence the term 
mutuality, a term which has played little part in the history of 
the movement, as written by co-operators themselves or by 
writers friendly to the movement. I am, no doubt, in a minority 
here, but I greatly wish that co-operators still used, as in the 
past they certainly used, the term profit; and spoke boldly of 
co-operative profit versus capitalistic profit. For mutuality is a 
notion which may be twisted to the detriment of the co-operative 
movement. It suggests a small group dealing with itself without 
offence to anyone else, and earmarking its advantages to the 
individual account of members of that group. It at once invites 
the criticism that the co-operative movement, as it grows, and 
because it adopts machinery consonant with that growth, thereby 
loses its co-operative essence. It invites the sort of criticism that 
was made against the commodity marketing organised by 
Canadian and American farmers. Co-operative marketing of 
fruit or wheat succeeds only on a big regional scale. But because 
farmers were alive to this and tried to embrace in their organ- 
isation a majority of the growers in their region, they were 
accused of being unco-operative, of being a combine, of trying to 
fix prices. Sir Josiah Stamp has the honour of providing argu- 
ments detrimental to co-operation in two hemispheres. His 
Report on Trading in Grain Futures (Ottawa 1931) was an able 
brief for the grain trade, in the cloak of abstract theory. His 
No. 171.—voL. XLII. FF 
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opinion on mutuality in the Royal Commission on Income Tax 
(1920) was quoted by the Chancellor of the Exchequer in the 
debate of May 22, 1933: 


“The ‘mutuality’ nexus between the individual’s 
position as part owner of a business and his position as a 
purchaser is so slight and remote, and of so little significance 
as a practical factor, that it can be disregarded for taxation 
purposes in favour of a completely objective view of the 
business as a whole.” 


A local group, dealing only with its members as regards sales, 
might well be formally perfect, as a mutuality; and yet at the 
same time totally unco-operative in spirit. For (1) -it might 
make profit out of its employees by paying them an unfair wage, 
(2) it might adopt an attitude of exclusiveness to its less fortunate 
neighbours. Such a mutuality would be a social farce: and 
from the outset the co-operative movement has set its face against 
such developments. In the early days, when its employees were 
few, it shared profits with them; and spoke of its action as profit- 
sharing. When the growth of the movement made this form of 
profit-sharing inadequate, it encouraged its employees to become 
trade unionists ; and it offers to-day conditions of work, recreation 
and retirement which more than offset the early profit-sharing. 
The danger now is rather that short-sighted trade unions or 
politicians will try to hold the co-operative societies and their 
Wholesales to wage-rates which are higher than those which are 
accepted from non-co-operative factories and shops. Further- 
more, the movement keeps its membership unrestricted. This 
fundamental condition, when coupled with the provision that all 
surplus, above a limited interest on share capital, is held as a 
reserve for the common good or divided among members in 
proportion to purchases, has democratised the movement for 
all time. 

Co-operators prefer the word surplus to profit; and hence- 
forth I shall employ it. But I resist the notion that the surplus, 
when distributed in proportion to purchases, is nothing more 
than the return of an over-charge. It is surplus earned by the 
co-operative method of trading. The New World is strewn with 
the failures of co-operative stores run on the “ cost plus ’’ method 
(i.e. the method of re-selling at the wholesale rate with only a 
small addition for out-of-pocket expenses). They force prices 
down for a moment, but, lacking adequate resources, they are 
overthrown by the little set-backs which confront nearly every 
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society at the outset. They have no fighting reserve. When 
the Rochdale Pioneers decided to sell for cash at market price, 
: they avoided this temptation. They made it clear that they 
, 4 were more than price-cutters. By selling for cash, they were 






































: able to buy wholesale for cash. By selling at market price, they 
- realised a surplus which gave concrete form to the fruits of their 
a co-operative effort. They showed in tangible form the results 
“a of loyalty to the store. They created a novel type of reproductive 

thrift. By the act of spending, the members provided themselves 

with the wherewithal to save. They almost performed the 
8, | miracle of eating their cake and having it. It was a social inven- 
le tion, as significant as the steam engine, to the evolution of 
it =f economic society. 
e, Before the present year, 1933, the courts gave formal recog- 
ie nition to the distinctive element in co-operative surplus by a 
d variety of arguments in which the reference to mutuality was 
st always important. In defending the cause of mutuality to-day, 
e co-operators are holding to the line of thought which the courts 
t- developed for their protection. It was held that a mutual body 
of cannot make profit out of itself; that the dividend on purchases 
e is of the nature of an over-charge or of a trade discount. The 
n Industrial and Provident Societies Act, under which co-operative 
5. societies are registered, does not compel co-operative societies to 
or pay a dividend on purchases. But it exempts the dividend on 
ir purchases from assessment to Income Tax under Schedule D in 
"e view of the distinctive nature of co-operative surplus, and it 
a puts a bar to fraudulent appropriation of the co-operative form 
is by providing that the society forfeits exemption if it sells to non- 
ll members and at the same time restricts the number of its shares 
a by rule or practice (Industrial and Provident Societies Act of 
n 1893, § 24). Now all co-operative societies sell to non-members ; 
r and very often those who begin by dealing as non-members are 

stimulated by their contact with the store to become members. 
sf But in the aggregate the amount of non-member trade is trifling. 
3, The estimate of the Board of Inland Revenue in 1918 was “ some- 
e thing less than 2 per cent. of the total” (Report of the Royal 
e Commission on Income Tax, § 547). Managers of the larger 
h co-operative societies, where non-member trade is greater than 
d in small societies, put it in the neighbourhood of 1 per cent. 
a to-day. The reason is obvious. Only a trifling payment is 
s required to obtain membership; and there are few who are so 
e€ foolish as to lose half or all their purchase dividend by abstaining 
y from membership. 
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As to restriction: no co-operative societies restrict their 
membership. What they restrict is the amount of share capital 
which one member may possess (legal limit £200), and the 
interest on this capital (traditional limit 5 per cent. and now 
frequently 44 per cent.). From this important consequences 
follow :— 

(1) Given good management and service, increased membership 
means not a share-holding scramble for a limited profit divisible 
in proportion to capital ownership, but participation in a social 
surplus which grows in proportion to the loyalty of members to 
their store. 

(2) There is, and can be, no speculation in the shares of a 
co-operative society. Virtually, all the share capital is with- 
drawable at par (provided, of course, that the society is solvent). 
Where it is not so withdrawable, easy transfer is arranged to a 
new member. The undistributed surplus, which in a company 
would increase the market value of the shares, belongs to an 
unrestricted membership. 

(3) The retail societies and their Wholesales have been en- 
trusted with the surplus of their members (which are individuals 
and retail societies respectively)—at times in embarrassing 
abundance. The whole of the capital offered to retail societies 
by their members—within the legal limit—must be accepted ; 
and they pass on to the Wholesales what they cannot employ 
locally. If a society were to limit its share capital by limiting its 
members, it would forfeit income-tax exemption hitherto enjoyed, 
unless at the same time its trade was confined strictly to its 
members. And such confinement would be in principle unco- 
operative as well as in practice inconvenient. For nothing is 
further from the co-operative ideal than the closed shop. The 
world over, true co-operation opens its doors to all who are willing 
to observe the rules and assume the duties of membership. In 
the course of its growth to its present size, the co-operative move- 
ment acquired considerable reserves. These reserves are undis- 
tributed surplus; and nothing but an analysis concocted for the 
express purpose of treating them differently can make them 
different in origin and kind from the distributed surplus, which 
the Government to-day is pleased to align with the trader’s 
discount. Their destination is fully co-operative. They may be 
thought of as a trust fund for cheapening goods to all who may 
hereafter choose to become co-operators. It is the duty of the 
Wholesales to employ these surplus sums within the movement if 
they can safely do so. But they feel that they are trustees for 
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funds which their members regard as savings. Nothing but a 
miracle of prudence and the brilliant leadership of J. T. W. 
Mitchell in the old days prevented the loss of this money in rash 
productive ventures. Even so, the losses were sometimes serious. 
But these the Wholesales wiped out as they occurred. One can 
well imagine the dismay of the authorities of the Wholesales 
to-day, when they find the Government insinuating that they are 
rich corporations far removed from their members, with a large 
taxable surplus tucked away somewhere. It is a direct invitation 
to societies to pay out in dividend more than prudence dictates. 

The place of co-operation in the legal framework is the out- 
come of a long evolution. It is not the way of England to make 
a legal cradle and then find a baby to fill it. The baby arrived, 
born in the pangs of social distress; and the law found a cradle 
for it. In the early nineteenth century the law was suspicious 
of associations. It made trade unionism a conspiracy. It fell 
with spasmodic savagery upon the ritual of the friendly societies 
with a trade purpose. Of the co-operative society (once it had 
overcome its early dread of an Owenite community of property 
and wives) it had less fear. Its purpose, mutual aid by humble 
retailing, could be no threat to the most nervous Government. 
The law therefore placed the co-operative society under the wing 
of the Friendly Society, by the “frugal investment ” clause in 
the Friendly Societies Act of 1846. This clause granted registra- 
tion to societies which enabled their members “‘ to purchase food, 
firing, clothes, or other necessaries, or the tools or implements of 
their trade or calling” and thus to make frugal investments. 
In 1852 they received a legal personality as Industrial and Provi- 
dent Societies. In 1862, 1867, 1876, largely through the efforts 
of Christian Socialist lawyers, they secured the amending legis- 
lation that was necessary to their federal expansion. For those 
were the days when social policy was not dictated by grocers. 
The statesmen of that time recognised the contribution co-opera- 
tion was making to solving the “ condition of England ” problem. 
It did a vast work of education and social amelioration, without 
calling upon the State for one penny. Moreover, it was a potent 
ally in the enforcement of the law. In the 1830’s (and in some 
places much later) truck was definitely illegal and yet notoriously 
prevalent. The workers’ co-operative store was a superbly fitting 
retort to the master’s truck shop. And right down to the present 
day the co-operative movement has stood out as a rock of social 
stability and a pattern of open trading in decent pure goods. 
Whereas the Governments of other lands have poured out millions 
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to establish co-operative societies in the more speculative fields 
of agricultural marketing and of credit, the Government of Great 
Britain has adopted the more economical form of waiting till the 
movement was strong enough to be subjected to differential 
taxation, on the evidence of a small committee of inquiry,! whose 
every sentence shows them to be ignorant of the history and 
significance of the movement. 

The position before the Finance Act of 1933 was as follows :— 

(a) As to interest on share and loan capital. Members are 
and always have been liable to income tax in respect of this, at 
their respective rates of liability. But the society does not deduct 
the tax at source. The historical reason for this is that under 
the means limit the recipients would have been in the vast majority 
of cases totally exempt. 

(b) As to dividend on purchases. There was for a time some 
doubt as to whether this was taxable. But its immunity was 
secured by a House of Lords judgment of 1889 (the Styles case), 
which decided the point by ruling that in mutual trade no profit, 
and therefore no liability to income tax, arose. The decision 
was reached in reference to a mutual insurance company, the 
New York Life, in which the members and recipients of benefits 
were one, and it was extended by analogy to co-operative societies, 
where substantially there is identity between members and non- 
members. By the Finance Act of 1933 the whole principle of 
mutuality, under which hitherto the law and the law courts have 
distinguished co-operative trading from commercial trading, was 
jettisoned, and the dividend on purchases was exempted as a 
trade expense, in accordance with the inspired report of the 
Raeburn Committee. The Financial Secretary to the Treasury, 
replying for the Government, said “‘‘ Divi’ was to be exempt, 
not because it was mutual, but because it was a trade expense. 
There was no mutuality in ‘divi’; it was paid to non-members, 
as well as members ” (Z'imes, June 1, 1933). Because forsooth 
prospective members are sometimes allowed all or half the 
dividend on their purchases, therefore the remaining 98 per cent. 
of trade is not mutual trading ! 

(c) As to undistributed reserves, these are the reserves on 
which the Raeburn Committee fixed its eyes. By taxing these, 
£11 million might be secured for the Exchequer. Already 
co-operative societies paid income tax under Schedules A and B 
in respect of the ownership of land and houses (and this at the 


1 Committee on the Present Position of Co-operative Societies in relation to 
Income Tax. Chairman, W. N. Raeburn. 1933. 
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s full rate irrespective of whether the proprietors have incomes 
t large enough to be taxpayers); and now by taxing reserves not 
embodied in lands and buildings the Government expects to 
a derive what it is pleased to call ‘‘ a small contribution of about a 
e £1,000,000 a year ” (Z'imes, June 1, 1933). The argument of the 
d Raeburn Committee (which the Government has accepted through- 
out) is that the co-operative society is an “‘ entity ” separate from 
- its members: the individual member having no claim to the 
e undivided surplus in the possession of this legal entity. The 
t co-operative societies, it is argued, became corporations by regis- 
t tration under the Industrial and Provident Societies Act. 
r Throughout, the Committee treats the co-operative societies as 
y trading companies, distinguished only by the device of a trade 
discount. 
As the Chancellor of the Exchequer explained, the undis- 
s tributed income of an ordinary company is taxed : 
: “In the case of ordinary trading, when we are considering 
, the assessment of Income Tax upon its undistributed income, 
r we do not stop to consider whether any part of that has been 
r derived from transactions with its individual shareholders, 
although some part of it may well have been so derived. 
ag We do not stop to consider that. Income Tax is assessed 
é upon undistributed income because that income is the 
property of this entity, the company itself” (Hansard, 
: May 22, 1933, p. 777). 
a This point is important. The British income tax is in principle 
e a tax on individuals : it is not a corporation tax. However, the 
r, company as an entity is charged with the tax on its profits, and 
b, in this way it pays the tax at source on behalf of its shareholders. 
, When these profits are distributed, it recoups the tax by deduction 
3, from the dividends; so that in this way the dividend receivers 
h pay the tax due from them as individuals. It is not double 
e taxation; and if the company distributed the whole of its profit, 
b, it would gua company pay no tax at all. 
But reserves are necessary to expansion; and the company 
n must pay tax on these, whatever the status of its shareholders. 
25 Thus, if a company consisted of one thousand widows, each of 
y them drawing £50 a year from the business and having no other 
B source of income, then any amount which such a company put to 
e reserve would be taxable regardless of the fact that this sum, if 


distributed, would have entitled the recipients to the recovery of 
all the income tax levied on it. 
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The position of the co-operative societies hitherto has been 
that their allocations to reserve (except in so far as they have 
taken the form of lands and houses) have been treated not like 
the interest on their share capital on which tax is payable, but 
like the dividend on purchases on which tax is not payable. It 
is the undivided part of the surplus. Economically, it is of the 
same order as the divided part of the surplus; and the Chancellor 
of the Exchequer can only put it in a separate class by totally 
neglecting the fundamental difference between shareholding in a 
company and membership in a co-operative society. The shares 
of a company are limited. The shareholders are entitled to pay 
bonus shares to themselves on which income tax and sur-tax are 
not payable by the shareholders; and the result of successful 
trading is not only to add to reserves (which additions mean extra 
tax), but also to add to the selling value of the shares (which 
increment of value is not taxable income). 

Contrast the position of a co-operative society. There is not, 
and there cannot be, any limitation of shares, any issue of bonus 
shares, any increase in the capital value of shares. The only 
sense in which the co-operative society is an independent entity is 
in respect of its independence of and immunity from individual 
speculative profit. Its reserves are the common property of the 
membership, and have accrued in the fulfilment of their co-oper- 
ative mission. To tax these reserves is not to abolish a privilege, 
but to strike at the heart of co-operative mutuality. Therefore 
to bring the reserves under taxation, the Chancellor inserts in 
the Finance Act a long clause in seven parts, which is an unhappy 
piece of ad hoc legislation. Genericallv, the surplus distributed 
on purchases is identical with the surplus not so distributed. But 
it has pleased the Government to suggest that the Wholesale 
Societies and their affiliations are great corporations handling 
other people’s money in the way of trade to their own corporate 
advantage. This, of course, is mere illusion. When the Prime 
Minister explained to the House (Hansard, May 22, 1933, p. 789), 
that he had only promised not to tax “ divi’s,”’ he was faithful to 
the letter only. For, unless the authorities of the co-operative 
movement are out to smash it, they must pass back the new tax 
to the societies, the societies must pass it back to their members ; 
and they can only pass it back in reduced dividend on purchases, 
for this is the only variable return in their business. 

The Chancellor of the Exchequer in his final reply made 
merry of this (Times, June 1, 1933) in language which, however 
true in a worldly view, mocks at the faith of co-operation : 
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** As to the rank and file of the co-operative societies, he 
did not think that they were going to be as disturbed as 
honourable members had suggested. They would not be 
able to find any difference after this tax was imposed from 
the position before. Their dividend would be the same, 
unless, as some honourable members had said, it were 
increased, and they certainly would not complain of that 
(Laughter). Did the ordinary rank and file member ever 
hear of the reserves? Did he know what they were? He 
knew that they did not come to him. He was not going to 
get excited about the taxation of reserves. What he cared 
about was his ‘ divi.’ ” 


This being the situation of 1933, what should be the attitude 
of co-operators to it? Wisdom lies along four routes :— 

(1) Co-operative societies must help their Wholesales, and 
members must help their societies, to bear this unjust tax. If it 
is sought to evade it or minimise it by declaring higher dividends 
than heretofore, this will but play into the hands of the big traders, 
who were behind the hostile legislation. Rather than weaken the 
organs which are the spear-head of the movement—the Whole- 
sales, the Co-operative Wholesale Society’s Bank, the Co-operative 
Insurance Society and the like—it would be well to suffer for a 
time a reduction of dividend. 

(2) Co-operators should use this attack, as co-operators have 
used trade boycotts and the like, to institute a campaign of further 
loyalty to the co-operative movement. If this is more than 
talk, it will mean an increased demand for the services of the 
Wholesales and their filials; and this is yet another reason for no 
weakening of the central finances of the movement. 

(3) The legal and accounting departments of the movement 
should study carefully devices such as those used in the Canadian 
Wheat Pool, whereby the 23 cents deducted from members’ 
receipts were placed to their individual account in elevator and 
commercial reserves. On the funds so placed to reserve interest 
was paid to the individual in whose name they stood. The 
difficulty of applying this is the vast membership of the con- 
sumers’ movement. But could not the membership of each 
society be organised by series, so that the unit of accounting was 
a workable group? Here the experience of Denmark and the 
United States in group mortgages should prove useful. It would, 
however, be unwise for the societies to individualise their reserves, 
merely to evade taxation. For Parliament is omnipotent, and 
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could counter every step by ad hoc legislation of the type that has 
reached the Statute Book. 

(4) It is further my personal view that the co-operative 
movement should enter politics on a really intensive scale. In 
the early days, the co-operative tradition was non-political. For 
the working-class politics of those days meant Chartism, and 
Chartism led nowhere. Moreover, the movement had stout 
friends among the Christian Socialists and Liberals, who were 
strong enough to secure legislation suited to the needs of the 
movement. To-day co-operators are challenged in the political 
arena, and must fight back in that arena. Women have the 
vote. They, as the wage-spenders, are the economic core of 
consumers’ co-operation. On April 5, 1933, I attended a Jubilee 
Rally, over 3,000 strong, of the Women’s Co-operative Guild in 
the Free Trade Hall, Manchester. I wonder if its walls have 
echoed to social vitality such as this, since the great days of 
Cobden and Bright. Cannot this mass of energy be turned to 
account? For, as I see it, it is the individual savings of 
co-operative men and women, placed for safe keeping in the 
safest channels of investment, upon which the Exchequer has 
cast its eye. 

In a grave emergency much help is given by a proper appre- 
ciation of the past. The movement is now a century old. It is 
the most constructive side of the Labour Movement. Trade 
unionism is apt to be sectional and negative. Consumers’ 
co-operation is a universal interest; for all must eat, even the 
unemployed. 

Structurally, the British co-operative movement is in line 
with those present developments which have a real future. It is 
in line with municipal enterprise. The co-operative store and 
the municipality are associations of consumers. They do not 
make profit or surplus—call it what you will—by supplying 
others. They minister to their members, as a church ministers 
to its congregation. The co-operative store supplies goods which 
normally are produced under conditions of competition. The 
municipality supplies services which are monopolistic in their 
nature, such as water, light and transport, or which are a com- 
munal need, such as drainage and parks. The outlook and ability 
required on a town council are very much those required on the 
committee of a co-operative society or its federal authority. 
Furthermore, the co-operative society is grounded on locality. 
Crocodile’s tears are shed over the small trader. _ He lives on as 
numerous as ever; and when he goes under, it is not the 
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co-operative society, but the great chain store, with no local 
attachments, which undoes him. If a place is to have any 
control over its economic destiny in the future, it will only be 
through the public authority of the place or its co-operative store. 
But the loyalties of capitalistic production and distribution are 
national and sometimes super-national. 

It is in line with modern rationalisation. The generalisation 
of the industrial revolution made the store movement nation- 
wide; and with national expansion the federal Wholesales grew 
up to act as the promoter, the stabiliser and the guardian of the 
movement on its economic side. Thus the individual co-operative 
society is able to retain its foothold of loyalty to a locality without 
sacrificing the economies of mass purchase and mass production. 
The secured market, which is the cry of all rationalisation policy, 
is the very key and raison d’étre of consumers’ co-operation. In 
a season of unemployment such as the present, the C.W.S. nurses 
societies which are struggling for life in a distressed area. Thus 
the pains of transition, when industries are failing in one area 
and growing in another, are eased. 

It is in line with the forces making for public health. In the 
early days, co-operators were usually temperance men; and 
from the outset they made a strong point of selling useful articles 
of good quality produced under fair and healthy conditions. 
The co-operative stores were to the front in granting the forty- 
eight hour week, the half-holiday, earlier closing of shops—boons 
which are now general. The success with which in recent years 
co-operative societies have entered on the supply of pasteurised 
milk is due in part to its obvious harmony with the co-operative 
tradition of purity and health. 

It is in line with the right kind of imperialism. This is the 
field of which I write with the greatest knowledge. I have 
assisted at the steps taken to establish liaison between the 
Dominions and the Mother country. The C.W.S. and the 
Scottish C.W.S. have been persistent in their efforts to buy from 
genuinely organised co-operators overseas. The movement is 
critical of the Ottawa agreements of 1932, in so far as they raise 
new tariff barriers: although I personally take them for some- 
thing much more promising, the beginning of a planned economy 
of external and internal trade. But the Dominions must give 
fiscally as well as take. The big difficulty which the C.W.S. has 
in inter-trade with farmers’ societies in Canada, or with the only 
great industrial co-operative society in Canada, Sydney Mines, 
Nova Scotia, is not distance, but the heavy tariff on the class of 
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goods which it could exchange or sell to them. Canadian indus- 
trialists consider the fleecing of their farmers to be an inalienable 
birthright. The British Wholesales are big buyers of foodstuffs. 
They are Denmark’s best friend ; and their imperialism is genuine 
because they try to do trade with other members of the Empire 
without hurting old friends. The loudest imperialists agitate for 
the raising of the tariff against the Mother Country the very next 
day. I listened to their noise for ten long years, 1921-30. 

Finally, it is in line with the type of effort which Mr. Keynes 
envisages under loan expenditure, and which T'he Economist calls 
public investment. Perhaps under any scheme of distribution 
there is the danger that passive saving may get out of line with 
active investment. But the danger surely is least when the 
river of saving is fed from the well of previous spending and 
flows out into a sea of enterprise producing goods for those who 
supply the savings. There is a great reproductive mutuality in 
this, of immense social significance to an age which by its new 
technique makes millions idle and unable to consume. 

We in England are so familiar with the “co-op” and the 
“ divi’ and the things that go with them, that we take them for 
granted in any industrial society. But in the opinion of the 
New World, consumers’ co-operation is the most remarkable 
achievement of English democracy. Labour politics they know, 
trade unionism they know, they have plenty of both themselves. 
But here in Great Britain is a commonwealth of perhaps one half 
of the wage-earning industrial population, conducting through 
their own organs one of the greatest businesses of the country ; 
employing over 200,000 men and women in their own factories 
and shops; having wages of over £200 millions per annum—and 
doing it all without a pennyworth of help from the State, but, on 
the contrary, in these days, under suspicion from the State. 
This to them is wonderful in the telling. Let us not forget it 
now in the country which was the birthplace of the co-operative 


movement. 
C. R. Fay 
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TRENDS IN GERMAN BUSINESS CYCLE POLICY 


LIKE the seven Greek cities boasting to be the birthplace of 
Homer, the leading nations of the world seem to be contending 
for the distinction—a doubtful one but not in all respects 
useless—of being the hardest hit by the world crisis. This is 
a question which it is extremely difficult, if not impossible, to 
settle. The deficiency of the statistical data, combined with the 
high degree of relativity that must appertain to all judgments on 
questions of national economic welfare, will always leave a broad 
margin of doubt. Thus if we measure the degree of destitution 
by the percentage of unemployment, or by the percentage of 
shrinkage of production, or by any similar criterian, it may well 
remain a matter for dispute whether it is the United States or 
Germany which heads the list. But there is one indisputable 
fact, not always duly recognised, which makes the case of Germany 
the saddest of all. The terrible weight of the world crisis falls 
upon a Germany that for nearly two decades has gone through 
sufferings which cannot be adequately described in cold statistical 
figures. All who have shared the experience of the present 
author of growing up amid the splendour of the easy-going 
pre-war period, and then going through the unspeakable hardships 
of the war, the breakdown of the old political and social order, 
and the economic disintegration and wholesale impoverishment 
brought about by the after-effects of the war, by merciless peace 
treaties, and by the greatest inflation of history, may well come 
to the conclusion that Dante had witnessed next to nothing. It 
is the lack of economic and psychic reserves, used up by the 
exigencies of two decades, which imparts to the German case a 
very distressing degree of uniqueness, and in some respects renders 
it more understandable. How has German economic thinking 
reacted on it? That is the problem towards which I may be 
permitted to make a modest contribution. In doing so, it is my 
expressed aim to avoid writing a literary review. Germany’s 
economic reasoning and her economic experiences will serve me 
as a background against which to make some contribution to the 
world-wide discussion of the fundamental problems raised by the 
present crisis. My purpose is more theoretical in nature than my 
title would suggest. 
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The peculiarity that I have mentioned of Germany’s economic 
crisis must to some extent be held responsible for the tremendous 
strength of the anti-capitalistic movement which has sprung up dur- 
ing the last two or three years. This movement must undoubtedly 
be regarded as much more prominent in Germany than in any 
other of the great nations, especially when it is remembered that 
in one way or another a great part of the intelligentsia have 
participated. As the crisis progressed it became more and more 
widely believed that it spelt nothing less than the total collapse 
of our present economic and social system, a kind of last judgment, 
a “crisis to end crises ” as it were—in short, a catastrophe that 
could mean nothing else but the end of capitalism. According to 
this well-known school of thought, it is hopeless to attempt to 
fight the crisis by methods which are based on the tacit assumption 
that it is feasible to salvage the economic system. A business 
cycle policy which means nothing bolder than a policy working 
within the present economic system, and relying on its most 
elementary reactions, is regarded as a rather pathetic naivety, 
for which its advocates are only to be pitied. We must abandon 
the wreck, leaving it to break up, and seek salvation on the shores 
of the promised land of a planned autarchic economy, with as 
much agriculture and as little manufacturing as possible. So is 
the cry. 

This is not the place to analyse this new anti-capitalistic 
movement, which, coinciding with similar movements abroad, 
presents a challenge to the reasoning powers of the more con- 
servative economists and provides an indication of the growing 
impatience of the desperate masses with the capitalist system, 
and with all that goes with it.1 We must confine ourselves to 
business cycle policy, in the proper sense outlined above. But it 
is impossible to exclude all consideration of the radical group, 
for some of the features of anti-capitalism have crept into the 
more conservative programmes. 

This radical group apart, there are two main schools of thought 
on the question of how to combat the crisis. This division, 
which applies to other countries as well as to Germany, is rather 
clumsy, as will be seen, and is very apt to lead to grave injustice. 
But it provides a useful starting-point for the further treatment 
of the subject. In the first school we find those whose firm belief 
it is that the present crisis, even in its later devastating phases, 
must still be regarded as the inevitable reaction of vast credit 


1 The author has dealt with the subject elsewhere in his article “‘ Die sikulare 
Bedeutung der Weltkrisis,” Weltwirtschaftliches Archiv, January 1933. 
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expansion, unduly prolonged over several years and tremendously 
intensified by a great number of factors. Among these factors 
the front rank must be assigned to various long-run economic 
tensions and political conflicts, to certain degenerative tendencies 
of the capitalistic system, and to the lack of general economic 
elasticity, caused by interventionism and monopolism and 
untimely attempts at dodging the inevitable repercussions of the 
boom period. This school leans towards the laissez-faire outlook, 
severely condemning every attempt to shorten the salutary 
processes of liquidation and readjustment—of the “‘ Reinigung,” 
to use a very popular German expression—and vehemently 
urging the removal of all that stands in the way of the adaptation 
of the whole structure of prices and costs to the lower economic 
level demanded by the crisis. Its members do not deny that the 
crisis is characterised by a terrific process of contraction, very 
complicated in nature, and they may even go reluctantly so far 
as to apply the term “ deflation” to this process. But they 
warn us that the phenomenon of deflation owes its origin to 
random and independent causes and they do not regard it as 
the unavoidable manifestation of liquidation and readjustment. 
They beg us to rely on the well-founded hope that even this crisis 
will at the proper time give way, more or less spontaneously, to 
a new period of recovery, and that this will occur when the 
situation is ripe, 7.e. when the crisis has fulfilled its purgatory 
mission and universal confidence has once again been restored. 
All that we can do is to facilitate this mission by all possible 
means, leaving no stone unturned in the attempt to create a fresh 
atmosphere of confidence. There seems to be nothing for it but 
patiently to go through with the crisis unto the very end. Prices, 
costs, and incomes must be lowered over and over again, in 
accordance with the steady decline in the economic level; and 
at the same time the expenses of the State must be severely 
restricted, and if there is no other way of balancing the Budget 
taxes must be raised. Liquidation, adaptation, restriction appear 
as the main features in the programme of this school of thought. 

It cannot be denied that in all official and semi-official quarters 
in Germany there was adherence to this view, at least until the 
reign of Chancellor Briining came to an end in the summer of 
1932, the adherence being warmly supported, and probably 
rather influenced, by the two leading periodicals, the Frankfurter 
Zeitung and the Deutscher Volkswirt. The famous Notverord- 
nungen of this period, especially after the great crash of the 
summer of 1931, represented heroic efforts to implement the 
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policy of restriction and adaptation. The majority of academic 
economists raised their voices to the same tune during the greater 
part of this period. 

But as early as the summer of 1931 it was becoming more and 
more noticeable that staunch belief in this policy and in its 
underlying reasoning was beginning to weaken, quite apart 
from the ever-rising flood of quack cures, devised by busy in- 
ventors who suspect none of the difficulties that are involved and 
do not understand why a crisis ever occurs at all. It is extremely 
interesting to follow up the various phases of growing heresy and 
to compare them with’ similar developments abroad. The first 
breach in the wall of orthodoxy was probably effected by the 
report delivered by a committee of experts which was appointed 
by the Government in the spring of 1931 for the study of un- 
employment relief. As the present writer was himself a member 
of this Committee (the Brauns-Kommission, called after its Chair- 
man), he is in a position to write with intimate knowledge of 
the general line of reasoning which prompted its members.! 
They were fairly conservative in their general attitude, but 
starting from considerations very much akin to those worked 
out by Mr. Keynes in England at about the same time,? they 
became more and more dissatisfied with the restrictionist theory, 
and more and more convinced that the crisis had reached a phase 
where something could be cautiously done to shorten the road 
to recovery, without generating a relapse for the worse and without 
jeopardising the stability of the mark. The Committee clearly 
realised that, in accordance with all experience and with all 
theoretical reasoning, recovery must necessarily take the course 
of credit expansion, which for preference would be utilised for 
financing new investments. The national economy was pictured 
as lying in a kind of torpor, from which it might well be aroused 
by some initial impulse administered by the State, the famous 
“ [nitialziindung ”’ (initial ignition), a term for which the present 
writer must reluctantly confess his paternity. The Committee 
were not prompted by any inclination towards Planwirtschaft. 
They were, on the contrary, convinced that the initial impulse, 


1 For details cf. his article “‘ Praktische Konjunkturpolitik, die Arbeit der 
Brauns-Kommission,” Weltwirtschaftliches Archiv, October 1931. 

2 In other countries Prof. Ohlin (Stockholm) and Prof. Viner (Chicago) 
seem to have adopted much the same standpoint. Cf. B. Ohlin, Ungeléste 
Probleme der gegenwartigen Krisis,” Weltwirtschaftliches Archiv, July 1932, and 
‘** Ett Konjunkturuppsvings Férutsittningar och Mégligheter”’ (“‘ The Conditions 
and Possibilities of Business Revival ’’), Stockholm, 1933; F. Viner, ‘‘ Balanced 
Deflation, Inflation or more Depression,” Minneapolis, 1933. 
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if only it were strong enough, would restore the capitalistic 
system to its old strength and potency. There were, of course, 
two main questions which presented themselves: first, where 
to find the lenders of the new credits, and secondly, where to 
find borrowers who would be willing to utilise these credits for 
the purpose of new industrial investment. The Committee were 
well aware of the lamentable state in which the German banking 
system found itself, oppressed as it was by the terrible weight of 
maturing foreign short-term debts. It was therefore found 
necessary to recommend that, in order to restore the working of 
the banking system and to improve its liquidity, most strenuous 
efforts should be undertaken to obtain new foreign loans for the 
consolidation of a part at least of the short-term credits. As to 
the second question, it appeared for various reasons that the 
strongest incentives might not succeed in instigating private 
initiative to the requisite degree. A kind of organised collective 
initiative seemed almost inevitable, and the only effective solution 
was thought to lie in a well-framed programme of public 
investment. 

Unfortunately, the recommendations of the Brauns Committee 
found very little sympathy. They had a distinctly bad press, 
and in their essentials they were laid aside by the Government. 
Despite endeavours to elucidate its meaning to a wider public, 
very few people seemed even vaguely to understand what the 
Report was driving at. The time was clearly not yet ripe. A 
few weeks later, the maturing foreign short-term debts precipitated, 
just as the Committee had feared, the great crash, which for a 
long time discouraged all attempts in the direction suggested by 
the Committee. Though its work passed into almost complete 
oblivion, it seems proper to refer to it here as marking the found- 
ation of the second school of thought, the influence of which, 
in regard to the interpretation and the practical treatment of the 
crisis, has become more and more visible, until to-day it is un- 
mistakably holding the field. Before analysing this second 
school of thought in further detail, we will briefly survey its 
practical influence on the various phases of German business 
cycle policy. The first great attempt at administering an “ initial 
impulse’ on a wider scale—and with the expressed aim of 
expansion rather than of restriction and adaptation—must be 
attributed to the Government of Briining’s successor, Chancellor 
von Papen, who in the autumn of 1932 announced a rather 
ingenious project of credit expansion. It was based on providing 


incentives for new investment by private entrepreneurs. These 
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incentives consisted mainly of certificates to be given to business 
men in return for payment of those taxes which may be regarded 
as a direct burden on production, in the sense that its removal 
might be expected to react promptly on the willingness of entre- 
preneurs to undertake new investment. The certificates (Steuer- 
gutscheine) were to be redeemed later on, together with a certain 
agio, and they were made re-discountable at the Reichsbank so 
as to render them negotiable paper of the most liquid character. 
What in effect the plan amounted to was that the most burden- 
some taxes (business taxes, turnover tax, etc.), while not actually 
abolished, were transformed into liquid assets. The whole system 
was rather complicated, but its meaning can be summed up by 
saying that in the place of certain taxes there was instituted a forced 
loan, the titles to which, thanks to the collaboration of the bank- 
ing system, could be sold or employed as collateral. In other 
words, a certain amount of taxes were virtually abolished, but the 
financial burden of this abolition was temporarily shifted from 
the State to the banking system, which would expand credit to 
the corresponding extent. This assumed that business men 
would employ their Stewergutscheine, not for paying off or con- 
solidating old debts—improving their own liquidity, as it were— 
but for making new investments in working or in fixed capital. 
The behaviour of the entrepreneur of course constituted the 
real problem. Of this the Brauns Committee had been well 
aware, and they had come to the conclusion that private initiative 
was too unreliable, and that recourse was necessary to an initial 
public stimulus. While the entrepreneur might respond to the 
stimuli administered to him or he might not, on the whole it 
appeared likely that the degree of response would be insufficient 
to render the pull effective. The only result would then be an 
improvement of private balance-sheets and an increase of public 
debt, without any visible alleviation of general economic con- 
ditions. A prompt expansion of credit could, of course, have been 
ensured by downright abolition of the taxes in question, resulting 
in a budget deficit which would have to be met by means of short- 
term credits granted by the banks under the leadership of the 
Central Bank. In this way two birds would have been killed 
with one stone. A very strong stimulus would have been provided 
to private initiative, causing an expansion of business and con- 
sequently of the volume of credit, and at the same time an 
expansion of credit would have been effected as a result of the 
State’s additional demand for credit. Or, to use Mr. Keynes’ 
terms, the rate of investment would have been raised and the 
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rate of saving would have been lowered at the same stroke. 
This very simple method would in pure theory provide the most 
effective and the most prompt form of an “ initial ignition.” 
But there is much that might be said of its psychological draw- 
backs. At any rate the German Government did not dare to 
adopt it. It was decided to follow the roundabout Papen Plan 
(the real author of which seems to have been Dr. Warmbold, 
who at that time was Minister of Economy), in spite of the risk 
that it might not work as it should. 

And indeed, for the very reasons explained above, the Papen 
Plan did not prove a great success. The fear that private initia- 
tive would be insufficient was evidently justified. The next 
Government, under General von Schleicher, took the logical step 
of falling back on the previous programme of public investment, 
which was to be financed by bills guaranteed by the Reich or by 
the employment of Stewergutscheine as collateral. This policy 
has been pursued on a still wider scale by the Hitler Government, 
which has recently (May 1933) made provision for public and 
semi-public works up to the sum of one billion Reichsmarks, and 
has also introduced fresh incentives to private initiative. The 
exemption from all taxation of expenditure on the replacement of 
old machinery is perhaps the most interesting measure and, by 
attacking the process of deflation at a vital point, it is likely also 
cet. par. to be very effective. In proceeding with this policy, con- 
tinuously aimed at economicre-expansion, the various governments 
have laid great emphasis on the stability of the mark, which has 
been strenuously defended by a rigorous system of Devisenzwangs- 
wirtschaft and by standstill agreements on the foreign short-term 
credits. Occasionally it has been suggested that the exchange 
value of the mark be voluntarily lowered, with the object of 
facilitating the expansion of credit and of meeting the competition 
of countries with depreciated currencies. But such suggestions 
have been very rare indeed, and they have always been rejected 
with considerable indignation. It remains to be seen, however, 
how far a considerable expansion of credit is compatible with a 
stable value of the mark. It will obviously depend on the 
relation between credit expansion at home and abroad, and on the 
further development of Germany’s balance of payments, into 
which enter many unknown variables and a good deal of im- 
ponderabilia. But these reflections are already leading us from 
the simple narrative of German business cycle policy to a con- 
sideration of the theoretical questions involved, to which we 


may return later. 
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The second school of thought, from which more recent German 
business cycle policy has emanated, differs from the first school 
in its diagnosis of the crisis, at least of its later phase. Making 
due allowance for the multiplicity of views inside this wide group, 
it is fair to say that the present author’s diagnosis 1 constitutes a 
rough reflexion of the prevailing attitude. It involves rejecting 
both the wild chiliasm of the anti-capitalistic radicals and the 
orthodoxy of the first school. It may be summed up as follows : 
The present crisis is to be fundamentally and primarily regarded 
as a konjunkturelle Krise, i.e. as the inevitable reaction of credit 
expansion and accumulation of capital in the leading countries. 
When regard is paid to the unprecedented scale on which credit 
expansion and accumulation of capital had taken place a very 
painful reaction was to be expected. But had it not been for 
an unfortunate coincidence of various accidental factors there 
would have been nothing to prevent the emergence in due course 
of a new equilibrium. These accidental factors, which play such 
a prominent role in the more popular explanations of the crisis 
and need not be repeated here, are responsible for the apparent 
fact that a distinct degeneration of the crisis set in. We have 
now to distinguish between a primary and a secondary phase of 
the crisis. The latter is characterised by a circulus vitiosus 
which constantly interferes with the attainment of a new equili- 
brium. There is reason to believe that as early as 1931 it was 
this secondary degenerated crisis with which we had to deal. 

In our view, the original process of liquidation and adaptation, 
combined with these accidental factors, has set into motion a 
cumulative process of recession, the conditions of economic 
disequilibrium being continually reproduced on an ever-declining 
level. The “ deflation,’ to use an ambiguous term, connected 
with the primary crisis may be truly regarded as the unavoidable 
form in which the processes of liquidation and adaptation take 
place, so that a policy designed to counteract deflation will merely 
result in a prolongation and an aggravation of the crisis. The 
experiences of the United States in 1930 seem to corroborate 
this statement. Up to this point the theory of the first school is 
valid. But the deflation connected with the secondary crisis is 
quite different in nature. Its raison d’étre lies no longer in the 

1 For a detailed account of his views the reader may be referred to Krise und 
Konjunktur, by W. Répke, Leipzig, 1932. It would be difficult to supply any 
references as to the views of the other members of the school, since they are 
scattered in a number of articles and are not yet crystallised in book form (e.g. 


H. Neisser, W. Lautenbach, G. Haberler and others). Much still remains, in 
accordance with high tradition, at the stage of oral teaching. 














we 


Sl lc h OU 


sw 








1933] TRENDS IN GERMAN BUSINESS CYCLE POLICY 435 


impossible situation created by the preceding boom. It results 
from a set of causes which only came into being as a result, and 
during the course, of the secondary crisis. This line of causation 
may be described in various ways. The matter may be put 
shortly by ascribing the whole trouble to the disastrous destruction 
of that harmony between the process of the formation of income 
and the process of the use of income which constitutes ari essential 
condition of general economic equilibrium. The discrepancy 
tends to intensify itself and leads to a continuous fall of demand 
on commodity markets, which in turn tends to bring about a yet 
further fall. The stream of money flowing to economic units— 
enterprises and individual households,—and flowing out again, is 
interrupted. Sums which flow in do not flow back to commodity 
markets, or flow back either only partially or after long delay. 
I resist the temptation to demonstrate this by means of a kind of 
new tableau économique, which would certainly be extremely 
desirable, and I merely point for purposes of illustration to those 
numerous firms which are holding themselves as liquid as possible 
instead of using their funds for replacing old machinery, far less 
for making additional investments, or to those households which 
are actually hoarding money or leaving their banking accounts 
idle In all these cases money is left unspent on consumption 
goods, without any compensation for’ this non-consumption 
(‘‘ saving,” in the broad sense of the term which will be familiar 
to the readers of Mr. Keynes’ T'reatise on Money) taking the form 
of investment in capital goods. Every attempt on the part of 
producers to get rid of their surplus of production, resulting from 
the fall in demand, by lowering prices and costs and by curtailment 
of output will necessarily frustrate itself. For it will lead to a 
new fall in demand so long as the discrepancy between the forma- 
tion of income and the use of income is not overcome, either by 
new investment or by a decrease of “saving.” The general 
economic contraction brought about by this process of autogenous 
deflation completes the vicious circle by impairing the chances of 
increased investment; and that for two reasons. In the first 
place, the general “crisis of confidence’? which now breaks 
out serves as a kind of death-blow to the willingness of entre- 
preneurs to undertake new investment, while secondly, this crisis 
1 The ideas implied by this statement deserve a special treatment in order to 
clear up some very common misconceptions about the behaviour of the banking 
system during the different phases of the business cycle. That the rigidity of 
banking accounts is one of the main symptoms and, at the same time, one of the 


main causes of the deflationary process which I have in mind will, however, be 
accepted here without further analysis. 











436 THE ECONOMIC JOURNAL [SEPT. 


of confidence is very apt to lead to the most fatal disturbances to 
the money and credit system. It may be remembered that, 
ever since the international liquidity crisis in 1931, the banking 
system has remained in a state of paralysis in which its willingness 
to finance new investment has been almost negligible. There 
ensued, furthermore, serious congestion of the monetary cir- 
culation; and the aggravation of the confidence crisis, together 
with the precipitous drop of prices and the progressive disin- 
tegration of the world’s economic system, made every idea of 
new investment seem nothing short of foolish. Especially im- 
portant in this connection was the havoc in the securities markets. 
This brings us to a problem on which curious notions have been 
held, no less in Germany than elsewhere. Even the more trained 
economists do not seem completely to grasp the real importance 
of this factor, and some observations will not perhaps be out of 
place. If equilibrium is to be restored by an increase of invest- 
ment (which is one of the two alternatives, the other being a 
decrease of “‘ saving ’’) it can be possible only on two conditions. 
In the first place, the banking system must be prepared to grant 
new credits, or, in other words, to restore the dimensions of 
balance-sheets. The extent to which it will do this is greater the 
larger are the turnovers on individual accounts, and this in turn 
depends on a revival of general economic activity, in regard to 
which the willingness of the banking system to enlarge the volume 
of credit plays a prominent part.! It may be fairly said that in 
the leading countries the banking system has reached this stage. 
But the various unsuccessful attempts made in the United States 
at pumping additional credits into the arteries of the national 
economy have proved that the willingness of the banking system 
to give credits does not in all circumstances suffice to bring about 
a credit expansion, and that a second condition must be fulfilled. 
These experiences have verified the surmise that even a rate 
of interest which approaches zero may be insufficient, under 
the conditions of a severe depression, to induce entrepreneurs to 
enter upon new investment. If in such a situation the elasticity 
of demand for credit becomes almost absolutely rigid, attempts 
at credit expansion will not lead to the desired expansion of the 
total demand for commodities, but merely to an increase of general 
liquidity. Now the reluctance of entrepreneurs to enter upon 


1 The thought of this mechanism operating in reverse provides a more intimate 
insight into the fatal working of the circulus vitiosus of the secondary crisis. But 
it also shows how the circulus vitiosus can be converted into a circulus salutaris by 
credit expansion once the initial start has been effected. 
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new investment is due not only to the confidence crisis, to the 
recession of prices, and to the over-investment of the previous 
boom, but also to the fact that entrepreneurs will not dare, for 
the purpose of long-term investment, to have recourse to short- 
term credits—almost the only available method of financing new 
investment at the present time—unless a marked recovery of the 
stock exchange points to the possibility of an early consolidation 
of the preliminary advances of the banks. That is the reason 
(apart from the immediate psychological effects) why rising stock 
markets are a necessary condition for general recovery and why 
every measure and every event which has the effect of driving 
the public away from the stock markets constitutes a serious 
blow to recovery... The same line of reason suggests that it is 
well-conceived policy—the very reverse of reckless—for central 
banks or similar authorities to take the initiative by means 
of heavy buying, in preventing a total collapse of securities 
markets. ‘ > 

This somewhat sketchy analysis, which will sound familiar to 
many readers, would be incomplete without a brief reference to 
the very pertinent question of what is the possible end to the 
cumulative process of recession. Bitter experience has taught us 
in recent times that, in the course of such a process, production 
may shrink to seventy, sixty or even fifty per cent. of the original 
volume, and we may well ask whether there is any mechanism to 
prevent a shrinkage to ten per cent. or less. In pure theory such 
a monstrous thing is not entirely unthinkable. Yet we may con- 
gratulate ourselves that a kind of automatic safety brake is 
provided against the final emergency. As economic contraction 
proceeds there finally comes a moment when, even without any 
increase in the rate of investment, equilibrium is restored owing to 
the rate of saving having been pushed down to the level of the 
rate of investment. This occurs when on the one hand general 
impoverishment forces people to consume savings and on the 
other hand the increasing budget deficit cannot possibly be covered 
either by reducing expenditure or by increasing taxation, 
except at the expense of a revolution. The crisis has now quite 
definitely touched bottom. Although such a statement will 
meet with fierce criticism and although the author is well aware 
of its dangerous implications, which it is not possible to deal 


1 It must not, on the other hand, be forgotten that a rising stock market 
provides a tremendous relief to the banks by improving their liquidity. This it 
does in two ways: (a) by offering the banks an opportunity for turning their 
own securities into cash, and (b) by doing the same for their debtors, thereby 
thawing their frozen assets, 
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with here, there is no getting away from the surprising conclusion 
that the one situation in which a budget deficit cannot possibly 
be avoided is precisely the situation where it is highly salutary. 
What this proves is that those are after all right who maintain 
that even the severest crisis will cease in the end—provided that 
the political and social framework will stand the formidable 
pressure. 

This analysis will seem rather bold and even somewhat 
frivolous, but truth sometimes has the embarrassing quality of 
being bold and naked. For my own part I can detect no flaw in 
the line of reasoning that I have sketched out. Refinement is un- 
doubtedly necessary if it is to meet all possible criticism, but this 
refinement must be achieved elsewhere. Meanwhile, an attempt 
must still be made to show that the abyss which seems to separate 
the two schools—the one restrictionist and the other expansionist 
—is by no means unbridgeable and that, having regard to the 
unsatisfactory manner in which scientific warfare in this matter 
is to-day conducted, by means of reciprocal abuse which recalls the 
heroes of the Iliad, it should be possible to effect a reconciliation 
which would be something more than a weak compromise. 
The restrictionist school may be compared to a well-meaning and 
experienced mother who, standing no nonsense, accepts the 
diagnosis that her patient is still suffering, even after long years 
of sickbed, from the effects of his debaucheries and feels it her 
duty, for fear of a fatal relapse, to harden her heart against his 
desire for plentiful food. According, on the other hand, to the 
expansionist school, the lamentable condition of the patient has 
no longer anything to do with the debaucheries of the distant 
past, but is the result of a perilous edema brought about by 
a long process of under-nourishment. Both diagnosticians, 
standing by the bedside of the poor patient, are fervently 
protesting that the patient will be killed, the one being accused of 
luring him on to fresh debauchery, the other of leaving him to die 
of hunger—and that with the best intentions in the world. 
Everybody will agree that this sort of thing must be stopped if 
we desire progress. To this end it should be pointed out that 
each school comprises a variety of opinions and that the most 
satisfactory solution of the whole problem will be found in a 
judicious combination of all that is essentially sound on both 
sides. And so we are finally compelled to perceive that the 
division into two schools is rather clumsy and superficial, standing 
in the way of a better understanding of the problem. In Germany 
this has been realised for some time as a result of the modifications 
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to the expansionist philosophy which are natural in a country 
like Germany, as contrasted with one of the great creditor nations. 
I, for one, cannot, and will not, deny that the restriction- 
ists are absolutely right in their diagnosis of the primary crisis 
and in their opposition to premature attempts at re-expansion. 
And I am certain that their general attitude will once again 
become extremely sound when the circle has swung round and a 
new boom of an inflationary character is in sight. Furthermore, 
the majority of expansionists, at least in Germany, cannot but 
offer their sincerest approval of the restrictionists’ insistent de- 
mand that the machinery of our economic system should be 
cleared of the cart-loads of sand which, in the form of tariffs, 
price-fixing, subventions, valorisation schemes, foreign exchange 
control, manipulation of wages, monopolism, etc., has been so 
liberally thrown into it during the last decade. All this goes to 
show that the advocacy of a policy of expansion is not inconsistent 
with that of a policy of ‘* Auflockerung,” which wise expansionists 
will indeed favour. Expansion and “ Auflockerung”’ are not only 
compatible with each other, but they ought to be combined if 
the best possible result is to be guaranteed. It can, moreover, 
be said that expansion is necessary to save capitalism from 
complete decay and to pave the way for a successful fight against 
the all too prevalent hysteria of to-day. Another very serious 
confusion of ideas arises from the completely erroneous, though 
popular, notion that advocacy of expansion means advocacy of 
a drastic rise in the general price level. This notion seems to be 
a reversal of the “ price-level complex ” which, during the last 
boom, led so many to regard the behaviour of the price-level as 
the guiding principle of credit policy. It is true that it is 
impossible to imagine a business revival without an expansion of 
credit. That is what the restrictionists must take to heart. 
But it is easy to imagine—and this is what some of the expansion- 
ists must take to heart—a business revival without a sharp rise of 
the general price-level. Moreover, it is to be feared that if a higher 
general price-level is the objective, business cycle policy may 
become distorted. This is exactly what has recently happened 
in the United States. There is no reason whatsoever why the 
Americans should tamper with the exchange value of the dollar 
to bring about a marked recovery, and there is every reason why 
they should have refrained from doing so in order to save them- 
selves and the rest of the world a great deal of unnecessary 
trouble. All this seems to be the result of a wrong interpretation 
of the crisis, in just the same way as the expansionist credit 














440 THE ECONOMIC JOURNAL [SEPT. 


policy of the last boom resulted from a wrong interpretation of 
the boom. The boom as well as the crisis are not so much 
phenomena of price-levels as phenomena of expansion and con- 
traction of production (especially of the production of capital 
goods). The sensational fall of prices of raw materials and 
agricultural products must not be allowed to conceal the fact that 
the general decline of prices is merely a rather weak reflexion of 
the process of general economic contraction, as expressed in the 
statistics of production, incomes and unemployment. The 
obvious reason is that the effect on prices of the contraction of 
demand is to a great extent balanced by the contraction of the 
volume of production, with the marked exception of the greater 
part of the production of raw materials and agricultural products, 
where precisely the opposite movement has developed. Since 
the downward trend has, on the whole, been primarily a pheno- 
menon of volume instead of one of prices, the same will be true 
of the upward trend. The process of contraction is not counter- 
balanced by reflation (meaning a policy aimed at raising the 
general price-level), but by re-expansion, apart once again from 
the special problem provided by the markets in raw materials 
and agricultural products. The policy of credit expansion—by 
which is meant an effective expansion of credit, leading to an 
expansion of the volume of production, incomes and demand— 
can be carried fairly far without bringing about a marked rise of 
the general price-level. There is no foundation for the objection 
that the problem of overburdened debtors will then remain un- 
solved, because a solution of this general problem depends mainly 
on restoring a reasonable proportion between the volume of 
indebtedness on the one hand and the volume of production and 
turnover on the other hand. 

These are reflections of my own, but it so happens that in 
Germany the policy of expansion has very rarely been conceived, 
even by expansionists, as a policy of reflation, and that this idea, 
which seems so popular in the Anglo-Saxon countries, has always 
been regarded as somewhat strange in Germany. And no official 
statement that business cycle policy must aim at a rise in the 
general price-level has been issued. This is not, of course, to 
suggest that in Germany there is a more mature understanding of 
the whole problem: there are not more than perhaps a dozen 
men whose insight is sufficiently deep to enable them to provide 
a scientifically satisfactory explanation of official policy. But 
Germany’s peculiar position as the greatest debtor country 
prevented her from the start from pursuing a policy of expansion 
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beyond the point where an adverse development of the balance 
of payments would upset external equilibrium. That is what the 
whole problem of expansionist policy, when conducted on a 
national basis, boils down to, leaving some countries a much wider 
scope than others—a vast scope to a country like the United 
States and a relatively small one to a country like Germany. 
Now the trend of the level of domestic prices is a very important 
factor in the development of the balance of payments. Every 
care has therefore had to be exercised in Germany to prevent the 
policy of expansion from raising the domestic price-level. This 
can be achieved by judiciously limiting the extent of credit 
expansion and by a combination of expansionist policy with certain 
measures aimed at breaking up the rigid parts of the price-cost 
structure (rigid wages, monopoly prices, tariffs, etc.). But there 
the problem of a national policy of expansion does not end, for 
whatever happens to the domestic price-level, a serious strain on 
the balance of payments is bound to result frém an “internal 
business revival, engendering as it does increased imports of raw 
materials without a simultaneous rise of exports. In order to 
bridge this gap a country like Germany, provided with in- 
adequate reserves of gold and devisen, must for a couple of months 
rely on foreign credits. The difficulties are increased if Germany’s 
export trade continues its present discouraging trend. Finally, 
it must be understood that the whole philosophy of expansion is 
based on the assumption that a country embarking on such a 
policy does not at the same time try to transform its economic 
system on autarchistic or socialistic lines. These would com- 
pletely destroy the framework of economic reactions on which 
the philosophy of expansion is based. 
WILHELM ROPKE 

University of Marburg (Germany). 

















SOVIET ECONOMIC DEVELOPMENT SINCE 1928 


I 


Untit the autumn of 1928, the Soviet Government was 
actively engaged in the task of reconstructing the economic 
machine. During the anarchic years of civil war and inter- 
vention, basic capital had been at best neglected, at worst 
destroyed. Even in 1925, depreciation from the level of 1913 
was certainly not less than 25 per cent. The years of “ war 
communism ” had left behind a legacy of abandoned fields and 
decimated herds. The period of recovery lasted from 1921, 
when the New Economic Policy was introduced, until 1928, 
by which time the means of production had been largely restored 
to the pre-war level of efficiency, with agricultural equipment 
lagging not very far behind. Quite apart from the inauguration 
of the famous Five-Year Plan, therefore, the year 1928 con- 
stitutes an important landmark in Soviet economic history. 

The idea of “ planning” was not a new conception, for no 
sooner had the mechanism of capitalist economy been jettisoned 
and the free working of supply and demand interrupted than it 
became clear that the new society would have to plan or perish. 
Planning, though it received comparatively little attention in 
the economics of Marx, was one of Lenin’s favourite themes in 
the early days of reconstruction, and there had been annual 
“control figures’ to guide the development of industry since 
the autumn of 1925. The chief significance of the Five-Year 
Plan lay, not in the fact of planning nor in the longer period 
of its application, but rather in its daring tempo, far exceeding 
the pace of achievement in the halcyon days of capitalism; in 
its clearly stated objectives, and in its powerful appeal to the 
popular imagination. It was a great deal more than an economic 
forecast; it was a focus for mass ambition and a recognisable 
goal to which the steps of millions of workers could be constantly 
directed. Indeed, it was not merely a goal, for the estimates 
of the Plan were things to be exceeded. The original figures 
were several times revised in an upward direction and new 
undertakings were constantly being started which did not feature 
in the original Plan at all. 

The rationale of this first vast attempt at national planning 
would be more widely understood if it were generally recognised 
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that the aims of the Plan were not primarily economic at all. 
The Bolsheviks undoubtedly desired to industrialise their pre- 
dominantly agrarian country because of the material benefits 
which, in the long run, industrialisation would bring, but they 


“ce 


could never have justified the ‘“‘mad tempo” of the Plan and 
the grim sacrifices which they called upon the workers to make, 
on economic grounds alone. Primarily, the Plan was conceived 
for strategic ends—to place Soviet Russia for ever out of danger of 
capitalist aggression. It has been a fortunate accident of history 
that industrialisation and safety proved to be synonymous terms. 

In the realisation of their Plan, the Bolsheviks paid the usual 
penalty of the pioneer. There were no precedents to work upon ; 
no indications of where the greatest dangers lay. They were 
faced with the necessity of evolving a vast machine of co-ordina- 
tion and contact in a country with no previous experience of a 
complicated economic life. Among the difficulties which they 
had to combat were the inbred dilatoriness of-the East, the 
almost complete absence of technical skill, individual carelessness, 
waste, deliberate sabotage, facile optimism, shortage of materials, 
lack of working discipline, excessive mobility of labour and 
inadequate means of communication. 

The Plan was originally conceived in two variants, the more 
ambitious (which was adopted by the sixteenth congress of the 
Communist Party in 1929) envisaging (a) no serious harvest 
failure between 1929 and 1933; (b) an expansion of world 
economic intercourse; (c) an increased facility in obtaining 
long-term credit; (d) a marked improvement in the quality of 
output, and (e) an appreciable reduction in the costs of defence. 
In point of fact, the 1931 harvest was disastrous; world trade 
and prices slumped, long-term credit was restricted, political 
tension, first over China and then over Japan, necessitated an 
enormous expansion of military expenditure, and the improve- 
ment in qualitative indices fell constantly behind the Plan. 


II 


The chief aim of the Plan was to equip Russia with such a 
complete industrial machine that, in an emergency, she would be 
independent of outside sources of supply by 1933. Such develop- 
ments as occurred in agriculture were incidental to this greater 
aim. If Soviet statistics are to be relied upon, the verdict of 


1 The possibility of deliberate inaccuracies at the centre for political purposes 
can be entirely disregarded, since the official figures play a vital part in the con- 
struction of the Plan, which any serious non-compensating error would speedily 
reduce to chaos. 














444 THE ECONOMIC JOURNAL [SEPT. 


history will be that, broadly speaking, the main objective was 
reached. There are still many complicated varieties of machinery 
which only the highly skilled capitalist countries can manufacture 
satisfactorily, but if a policy of economic autarchy were forced 
upon Russia, she would easily survive to-day. The relative 
extent of her development is best appreciated if it is considered 
that in four years she has moved from tenth to sixth place as an 
electric power producer: sixth to second place as a producer of 
pig iron: fourth to second place as a producer of machinery, 
and third to second place as a producer of oil, and that she is 
now the greatest producer of agricultural machinery in the world. 
Among the world’s great industrial countries she ranks second. 
As regards the absolute extent of her growth, it is sufficient to 
know that the volume of industrial production in 1932 was 
more than double that of 1928. No previous industrial revolu- 
tion has approached such a stupendous progression. As regards 
the nature of the changes, however, Russia in most respects 
followed the well-beaten track of former industrial revolutions. 
Productive technique was modernised and mechanised, mass 
output taking the place of small “artel” production, and 
machinery of hand labour. In 1928, 85 per cent. of the coal 
of the U.S.S.R. was obtained by hand: now two-thirds of the 
industry is equipped with machinery. Prior to the Plan, the 
iron and steel industry was only slightly mechanised, while in 
the timber industry and in the production of many building 
materials, manual labour predominated. By 1932, mechanisa- 
tion had reached an advanced stage in the oil, iron and steel, 
machine and food industries, while many of the light industries 
had been translated from handicraft to mass production methods. 
The first machines and the technical assistance required for their 
smooth running were imported into Russia in return for food 
and raw materials or on credit. The Bolsheviks are quick to 
recognise the help they have derived from foreign “‘ experts,” 
who for the most part were highly paid and highly honoured 
for their skill. During the years 1928-32, imports of machinery 
from Great Britain alone rose from £1-7 millions to over £6 
millions.1_ But the peculiarity of machinery, as Great Britain 
has found to her cost in other connections, is that it has the 
power to reproduce itself. Internal machinery production (at 
1926-27 prices) rose in value from 1,406 million roubles to 
5,253 million roubles, the increase being 157 per cent. of the 
planned estimates. Such success brought a measure of failure 


1 Figures for 1932, estimate of Soviet Trade Delegation. 
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in its train, for in general the quality of production was low 
and much of the new machinery was subjected to the grossest 
mishandling. It hardly needs emphasising that a proletariat 
which consists in an appreciable measure of “ trained” peasants 
is hardly more to be trusted with complex machinery than a 
schoolboy with the works of a clock. Inevitably, the repair 
shops found themselves unable to cope with the waiting list of 
breakages, and with an unceasing and increasing output of 
new machinery, there was little chance of catching up arrears. 
By the end of 1932, the problem of repairs was still crying 
urgently for bold and swift attention. No less important than 
the manufacture of machinery was the development of an 
adequate supply of raw material from home sources. We have 
already noticed the extent of mechanisation in such raw material 
producing industries as coal, iron and steel, oil and timber. 
Each of these industries had its own special problems and the 
output of the coalindustry in particular fell consistently behind the 
Plan as a result of the excessive mobility of labour in the Donbass 
district. Nevertheless, over the four years 1928-32, coal out- 
put increased in value from 375 to 659 million roubles (at 
1926-27 prices): timber production from 837 to 2,400 million 
roubles : ‘oil production from 583 to 1,413 million roubles, and 
ferrous metals from 706 to 1,264 million roubles. The value 
of chemical production rose from 348 million roubles to 1,040 
million roubles. The problem of supplying the necessary 
power to keep pace with the vast increase in machinery and 
raw materials was simplified by the rapid development of 
electricity. The capacity of all electric power stations at the 
end of 1932 was 4,567,000 kilowatts: at the end of 1928 it 
had been no more than 1,874,000 kilowatts. Apart from the 
transformation of technique and the development of natural 
resources, the drive for industrialisation expressed itself in 
a spectacular volume of new construction. In no period of 
history since the Arabian Nights have vast structures risen so 
swiftly in the plains. Adequate treatment of this aspect of the 
Plan resolves itself into a recitation of the names of cities which 
in 1928 existed only in the minds of their creators. In that 
year, the writer of this article walked over an expanse of pleasant 
agricultural country on the outskirts of Kharkov, the Ukrainian 
capital; in 1933 he looked over the great tractor factory, HTZ, 
in full process of production on the same site. That meta- 
morphosis multiplied by hundreds, even by thousands, provides 
a measure of recent constructional activity. 
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There remain at least three further features of industrialisa- 
tion which should be noted. Since 1928, new industries, vital 
to the maximum of self-sufficiency, have been set up in large 
numbers. Some of them—as, for instance, the production of 
caterpillar tractors, cotton-pickers, electric cars, blooming mills, 
linotypes, and complex optical instruments—were not provided 
for in the original Plan. High quality processes have been 
instituted and the most complicated technical problems tackled 
with the help of foreign specialists. 

Secondly, there has been a striking geographical redistribution 
of industry. Before the Revolution, especially, industrial pro- 
duction was concentrated in a few large centres like Petersburg 
and Moscow, while the outlying districts provided such raw 
material as was required. Since 1928 there has been a strong 
effort to develop the autonomous republics, lest some parts of 
the Union should lag unduly behind the others. The most 
striking development was the construction of a second coal and 
metallurgical base in the Urals, though the object of this step 
was as much strategic as economic. 

Finally, unremitting efforts were made to raise the efficiency 
of the transport system to a level more in keeping with the new 
burdens which it was suddénly called upon to bear. Even so, 
congestion was only partially relieved, though statistically the 
progress was impressive. ‘The length of railway line in operation 
increased from 76,900 to 83,400 kilometres: freight traffic rose 
from 93-4 to 169-3 billion ton-kilometres, and passenger traffic 
from 24-5 to 84-1 billion passenger kilometres. Important 
technical improvements were effected, both as to equipment 
and methods of operation. 


Til 


In agriculture as in industry, the year 1928 marks a turning- 
point in Soviet economic history. Since the adoption of the 
New Economic Policy, the relationship between the town worker 
and the peasant had been based (theoretically at least) on the 
idea of reciprocal trade, manufactured goods being given in 
exchange for agricultural products. A highly complex machine 
of agricultural co-operation had been set up in order to supply 
the individual peasant with tools, seed, fertilisers and assistance, 
and to buy back the fruits of his toil under contract. The 
average level of cultivation still remained deplorably backward, 
however, and the inefficiency of production had been aggravated 
by the first Land Decree, which permitted the breaking up of 
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the farms of the “ pomestchiki,” or wealthy landowners, who 
had formerly provided the bulk of the marketable surplus. The 
average holding in 1928 amounted to no more than 12 acres. 
It has been officially estimated that in that year some 74 per 
cent. of the spring grain was ploughed with wooden ploughs: 
that the harvest from 44 per cent. of the grain area was cut 
with scythes or sickles, and that the produce of 40 per cent. of 
the area was threshed by flails or other manual methods. The 
“ three-field ” system of strips, with all its accompanying defects, 
was still widespread. 

This state of affairs was highly unsatisfactory to the Bol- 
sheviks on the threshold of the Plan. They needed a higher 
agricultural output (a) to feed the new town proletariat which 
would be brought into being under the industrialisation pro- 
gramme: (b) to provide a surplus of agricultural produce for 
export in order that machinery might be imported in exchange; 
(c) to provide the raw material for industry which otherwise 
would have to be imported, and (d) to raise the low standard 
of living in the villages to a level more in consonance with that 
of the towns. Moreover, since it was inconceivable that socialised 
industry could depend indefinitely on individualist agriculture, 
it was necessary to organise the villages on a collectivist basis 
in accordance with Communist ideology. 

In the history of many countries it has happened that when 
the time seemed ripe for a speedy advance in agricultural 
technique the “ rights ” of the small peasant were roughly over- 
ridden. In Russia in 1928, as in England at the time of the 
enclosure movement, it was vitally necessary to enlarge the unit 
of cultivation and to provide it with a modern technical basis. 
The necessary resolutions were adopted at the 15th Party Con- 
gress in the winter of 1927-28. The smitchka based on reciprocal 
trade was set aside in favour of a policy whereby the peasant 
would give up the greater part of his produce in exchange not 
for manufactured goods but for the means of production— 
particularly tractors and machinery. In order to facilitate this 
organisation of large-scale units and their subsequent regulation, 
the individual peasant farm was to give place to “ kolhozi” or 
“ collective ’’ farms, while “‘ sovhozi”’ or State farms were to be 
set up in the “ wide open spaces.” In the former the land- 
workers would be co-operative producers, sharing what was left 
of the fruits of their labour after the Government had taken its 
portion; in the latter they would be agricultural civil servants, 


working as the State’s employees for a wage. 
No. 171.—vo.L. XL. HH 
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In the early stages of collectivisation, the Bolsheviks pro- 
ceeded cautiously, anxious if possible to persuade rather than 
coerce. , The collective farms formed painstakingly in 1928-29 
were given favoured treatment in the matter of supplies and 
most of them went ahead under diligent nursing. Some care 
was taken in proceeding from one stage of collectivisation to the 
next: from the “soz,” or association for joint tillage without 
socialisation of the means of production, to the “ artel”’ or 
“kolhoz ” proper, where land, labour and the basic means of 
production were all socialised, and finally to the fully fledged 
“commune.” Machine and tractor stations were set up to 
co-operate with the new collective units, some 55 per cent. of 
which were served in this way by 1932. In the winter of 1929, 
however, came the inevitable revolt from the more well-to-do 
peasants, as the tide of collectivisation encroached upon their 
holdings. The friction was aggravated by the zealous indis- 
cretions of local Party meibers, by now in full cry towards 
“mass collectivisation.” At this period the slaughtering of 
cattle and other acts of sabotage reached such proportions that 
Stalin felt it necessary to publish a pamphlet entitled “‘ Giddy 
with Success,”’ in which he roundly reprimanded the enthusiasts 
and demanded a reduced tempo and consolidation of the ground 
already won. The harvest of 1930 was exceptionally good, but 
in the two following years the yield was adversely affected by 
drought and frost and the subsequent scarcity strengthened the 
hands of the “ kulaks,” who strenuously resisted ‘“ liquidation,” 
and sought shelter in the collectives, where they carried on their 
anti-government propaganda sub rosa. The collectivisation 
movement had outgrown its strength: the central authorities 
had lost their grip, and many of the “ kolhozi”’ were collectives 
only in name—a mere bunch of unquiet peasant farms under a 
new title. In 1932, “kulak’’ influence became so strong that 
it threatened to break the movement. The official indictment of 
the kulaks reads as follows: ‘“‘ Having penetrated into the 
collective farms, they attempted, by means of playing upon the 
proprietary habits and customs of the erstwhile small producers, 
to undo the victory of the collective farm system by means 
of undermining labour discipline, squandering and stealing crops, 
damaging, implements and machinery and destroying cattle.” 
Whatever the cause, the harvest of 1932 was again deficient, the 
Government relentlessly demanded its planned quota of grain 
and in the recalcitrant collectives there followed a winter of 
want, amounting in certain districts to widespread famine. 
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Early in 1933, a new orientation of policy was announced. In 
the first place, the Government would cease to take all the 
surplus, a step which had robbed the peasant of his incentive, 
and would impose instead a ‘‘ tax in kind” which would be 
known in advance and not subject to alteration. The peasants 
would be free to dispose of any surplus as they pleased. In the 
second place, fresh Communist blood was pumped into the 
collective system to spread the virtues and advantages of co- 
operative production and Bolshevik technical methods, and 
incidentally to keep an eye open for saboteurs. It is as yet some- 
what early to form any clear opinion as to the success of the new 
measure, but there is complete confidence in Moscow that the 
agrarian troubles have passed their peak and that the next few 
years will see a steady advance in agricultural output. The 
peasant certainly appears to have made some response already, 
for his relations with authority are better than for some time 
and the harvest outlook for 1933 is bright. 

As a matter of record, it is worth while noting that whereas 
in 1928 the collective farms sowed 2-7 per cent. of the total 
sown area, by 1932 this proportion had risen to 68 per cent. 
The 200,000 odd collectives embrace 61} per cent. of all holdings 
and about the same proportion of draught animals. The area 
sown by the “ sovhozi” rose from 1,735,000 hectares in 1928 
to 13-5 million hectares in 1932, of which 9-5 million were under 
grain. The average individual peasant holding fell from 4-5 
hectares to 3-2 hectares in the period 1928-32, but the average 
collective farm area increased from 42 to 434 hectares and the 
average state farm from 544 to 2,303 hectares (1 hectare = 2-7 
acres). Side by side with the growth in the size of units 
went the increase in mechanisation. The number of tractors in 
agriculture rose from 26,733 on October 1, 1928, to 148,480 on 
January 1, 1933. At the same time there was an enormous 
extension in the supply of threshing machines, grain harvesting, 
sowing and planting machines and cultivators. If the agri- 
cultural Five-Year Plan has done little else, it has undoubtedly 
provided the basis for an enormous expansion in agricultural 
output if ever the peasant decides to co-operate whole-heartedly 
with the new regime. Indeed, in those exceptional ‘“ kolhozi” 
where such complete co-operation was forthcoming, there has 
already been a notable advance both in living standards and in 
security. 
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IV 


To deal at all adequately with the financial mechanism by 
means of which the Soviet Government was able to allocate its 
resources (a) between the production of capital goods and con- 
sumers goods and (b) between one producer and another, would 
require the space of a volume rather than an article. It must 
suffice to say that during the period under review the budgetary 
system mobilised and disbursed some 69 per cent. of all the 
resources of the unified financial plan (the remaining portion 
being distributed through the credit system and directly by the 
different branches of economy), and that budget revenue rose 
from 5-21 billion roubles in 1927-28 to 30-49 billion roubles in 
1932, while the revenues of the ‘ unified financial plan ”’ rose 
from 13-0 billion roubles in 1928-29 to 44-6 billion roubles in 
1932. 

The chief interest of the Soviet finance plans during these 
years, apart from the tremendous growth which is common to 
practically all Soviet economic indices, lies in the extent to 
which serious maladjustments have been avoided. Such diffi- 
culties as occurred arose out of the continued tendency for costs 
of production to exceed planned estimates and output of final 
goods to fall short of expectations. Wage payments were 
intended roughly to equal the value of an estimated volume of 
final goods placed on the market at fixed prices, but in point of 
fact the volume showed a short-fall while wages proceeded 
“according to plan.” The extra costs incurred by industry 
were apparently met by credit inflation. Prices of final goods 
rose (by decree), but not to the extent normally associated with 
a period of inflation under capitalism. In consequence, there 
was an acute goods shortage, and a superfluity of purchasing 
power which showed itself in rationing, queues and sky-rocketing 
prices on the diminutive “free”? market. This maladjustment, 
which, it should be noticed, did not involve any reduction in 
living standards which could have been avoided—as, for instance, 
through the failure of the distribution mechanism—was to a 
large extent rectified by a rise in contributions to State loans 
from 648 million roubles in 1929 to 2,000 million roubles in 1932. 
A timely slowing down in the rate of wage increases, corre- 
sponding to the short-fall in output, would, of course, have been 
equally effective and would not have involved the Government 
in heavy interest charges which may become a minor “ political ” 
problem in the future. There was not, at any time during the 
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four years, serious danger of a breakdown in the financial 
mechanism. The prevalent disease of capitalism—a plethora of 
unsaleable stocks—was entirely avoided, not merely because of 
Russia’s comparatively small output per head, but because the 
Plan took the necessary steps to see that purchasing power 
equated with the value of consumers’ goods available. 


V 


Since the Five-Year Plan conspicuously ushered in a period 
of enforced “‘ saving” on an unprecedented scale, it is not sur- 
prising that the improvement in living standards was much less 
impressive than the increase in constructionalequipment. Indeed, 
a visitor to Russia comparing visible standards in 1928 and 1933 
could be forgiven for believing that the standard of life had 
actually fallen during the period of the Plan, especially since 
many of the Russians he spoke to would eniphatically agree 
with him. In this instance, however, statistics probably give a 
more truthful answer than personal observation. In 1932 the 
gross production of the industries producing articles for con- 
sumption amounted to 187-3 per cent. of the 1928 total. During 
the same period, population increased by a little under 8 per 
cent. Even allowing for a rise in the proportion of the total 
output sent abroad, there must have been an appreciable aggre- 
gate improvement in supply, though the advance per head may 
well have been microscopic. A vast increase occurred in the 
output of boots and shoes, for instance (production in 1932 
being three times greater than in 1928), but the supply is still 
no more than half a pair per annum per head. On the basis 
of the 1913 output, however, each individual would have had a 
pair only once in seventeen years. The average annual wage 
rose from 703 roubles per annum in industry in 1928 to 1432 
roubles in 1932. No reliable information is available as to the 
rise in the retail price level, but it was certainly appreciable. A 
more tangible benefit was a shortening of the working day from 
7-9 hours in 1928 to 7 hours in 1932. As regards housing, new 
floor space aggregating 22,264 million square metres was made 
available in the four years. On the other hand, the urban 
population increased by 11-1 millions, so that housing conditions 
in some of the towns, at least, may well have been worse at the 
close of this burst of construction than at its inception. One of 
the most significant factors was the steady decline in the death- 
rate throughout the period. 
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Unemployment ceased to be a serious problem at an early 
stage of the Plan. Soviet economy was largely insulated from 
the cyclical movements common to capitalism and, as we have 
seen, the method of planning distribution ensured that all stocks 
would be regularly consumed and that, local maladjustments 
excepted, all plant would therefore be constantly working to 
capacity. Unemployment was virtually confined to beggars, 
speculators, wandering peasants and all those workers who were 
moving from one occupation to another of their own volition. 
Strenuous efforts were made by propaganda and regimentation 
to check this extreme mobility of labour, with some success. 


VI 


Summing up, it is safe to say that the most important feature 
of Soviet economic development since 1928 was the provision 
of a vast industrial plant based on the most modern technique, 
the whole amounting to an industrial revolution of almost 
unbelievable scope and depth. The second feature was the 
technical advance in agriculture, involving consolidation of hold- 
ings and the mechanisation of methods. The third feature was 
the solution of the problem of distribution which in the capitalist 
world makes it necessary for poverty to exist side by side with 
abundance. Finally, though the standard of living was not 
visibly raised, because of the vast size and initial backwardness 
of the population, the material background for an immense 
future advance was provided. 

It is equally safe to say that the chief problem which faces 
the Soviet Government to-day is the task of providing a personnel 
with sufficient mechanical skill to handle and repair the vast 
new machines without getting in arrears. The Bolsheviks are 
alive to this necessity and ‘‘ Master the machines” has been 
made the first slogan of the new Five-Year Plan. 

Much has been said and written—probably too much—about 
the ‘‘ success ” or “ failure’ of the first Five-Year Plan. Such 
uncompromising terms cannot be used, with any approach to 
truth, of a change which will go down in history as one of the 
greatest enterprises to which man ever set his hand in any 
country. This only can be said of the Plan—that in broad 
outline it achieved a great part of what it set out to do, at a 
cost which was calculated and was deemed worth while. 
Pau. WINTERTON 












































A RE-ANALYSIS OF THE 1928 NEW ISSUE BOOM 


In the December 1931 JouRNAL an anonymous writer gave a 
short account of the 1928 New Issue boom. A re-analysis of his 
data, supplemented from a study of the advertised prospectuses, 
may be of interest. A new valuation, as at April 1933, is also 
included in the summary tables at the end. 

For six of the 283 issues listed in the original article no 1931 
valuation was given, and as it is not certain that these were 
valueless they have been eliminated here.1_ An error of £300,000 
in the cash subscribed for one issue 2? and some small arithmetical 
errors have been corrected. 'The totals, thus revised,- become : 
277 issues with cash subscribed amounting to £114,916,582 and 
a total value at 1931 of £68,133,615, the depreciation being 
41 per cent. 

The issues have been divided into (a) old companies, and 
(b) new companies. The “old” group is further divided into 
issues made by public companies existing as going concerns 
before 1928, issues “ unconditionally guaranteed” by similar 
companies, and public issues by companies previously private. 
The “new ” group is further divided into issues by companies 
formed in 1928 to acquire going concerns and stating certified 
past earnings of the business acquired, similar issues not so 
stating past earnings, issues by new Investment Trust Com- 
panies, and issues for new or virtually new ventures. 


I 


The issue of further capital by an old company in any par- 
ticular year is largely an accident of time, and in the absence 
of definitely unfavourable market conditions a number of such 
issues will appear in any normal year. It seems desirable, there- 
fore, to treat these separately. Of the 277 issues, 41 were made 
by public companies established before 1928; a further 4 were 











‘ 





1 In the Market Value column four were described as “ privately held,’ 
one as “ no dealings,’’ and against one no comment was made. The Cash Sub- 
scribed for these issues must therefore be removed to obtain true comparison 
of the two totals. 

2 British and European Timber Trust Limited. 
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fixed-interest stocks of new companies, fully guaranteed by old- 
established concerns. The figures are : 














Subscribed Market Value Depreciation 
in 1928. May 1931. per cent. 
4lissues . : é £36,273,261 £27,825,522 23 
4issues. ; : 3,915,500 3,805,500 3 
£40,188,761 £31,631,022 21 











For normal times such a depreciation within three years is 
scarcely a result to fire enthusiasm. But the years following 
1928 saw an exceptionally heavy and general decline in stock and 
share prices. In this period the Bankers’ Magazine index of 
representative securities fell from 127 to 109, and that of variable- 
dividend securities from 155 to 103, so that even “ old capita] ” 
which had long reached the productive stage suffered severely 
at the same time. We seem justified in saying that, as a whole, 
the results of this group are surprisingly good. Nevertheless, 
the group average conceals some important individual results. 
One issue of over £1,000,000 was valueless by 1931; another of 
£316,000 was valued at £20,570. 'The issues have been graded 
according to their individual results in Table B (p. 459). 

The third sub-group is comparatively small. It contains 11 
issues by companies formerly private. In seven instances the 
public issue was greater than the previous issued capital. The 
summary totals are : 











Subscribed Market Value Depreciation 
in 1928. May 1931. per cent. 
11 issues ° . : £3,629,810 | £2,601,420 | 28 








Altogether, the 56 issues of established companies and their 
guarantees, representing 38 per cent. of the total cash subscribed 
in the year, show a depreciation of only 22 per cent. The depre- 
ciation of the 221 issues by new companies was some 52 per 
cent., or, excluding the Ford issue with the previous writer, 
62 per cent. 

II 

We now come to the companies formed in 1928. In certain 
cases it was difficult to decide whether a company should be 
classified as “‘ acquiring a going concern ”’ or as a new venture. 
Where the business acquired seemed likely, on the claims of the 
prospectus, to contribute a substantial part of the company’s 
future earnings, the issue has been placed in the acquisition group ; 
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where an acquisition was only a minor part of the company’s 
declared objects, the company has been classed as a new venture. 

The first sub-group contains 74 issues by companies formed 
to acquire one or more going concerns and stating certified past 
earnings. The great majority gave the profits for at least three 
years; a few gave shorter records where the concern acquired 
had not been operating so long. The summary figures are : 








Subscribed Market Value | Depreciation 
in 1928. May 1931. per cent. 
74 issues ; ‘ ‘ F £28,886,266 £23,844,300 18 
73 issues (excluding Ford Co.) . 26,086,266 16,144,300 38 














The individual results are graded in Table B. 

There is a certain irony in the exclusion of the Ford issue, 
for it has since lost its huge appreciation and in the re-valuation 
at April 1933 actually shows a depreciation of over 15 per cent. ! 

Although these companies had as their object the acquisition 
of another concern, the term “ acquisition ”’ must not be taken 
too literally so far as the public investor was concerned. It 
might reasonably be expected that the capital raised by a com- 
pany formed to acquire another business would be mainly ex- 
pended on the purchase. Yet in eight instances, not a penny 
was so spent; and in another fifteen, less than half the cash 
publicly subscribed was paid in acquisition. Only some twenty- 
five of the issues can be regarded as made exclusively for the 
cash acquisition of another concern; and even here the acquisi- 
tion was often far from complete. Indeed, a number of the 
flotations in this group appear as technical devices used by 
“vendors ” for ends other than literal sale. 

A common practice was for vendors to retain the greater 
part of the ordinary share capital of the new company in con- 
sideration of the sale. In many instances they received 80 per 
cent. and more of the ordinary capital in this way, whilst there 
were cases where the entire ordinary capital was retained 
or privately allotted. In such instances, the public issue was 
entirely or almost entirely in the form of fixed-interest Prefer- 
ence shares with little or no further participation, a small pro 
rata allotment of ordinary or deferred shares being sometimes 
offered in support of the preference issue.1 Sometimes the 

1 For this purpose, the number of Preference and Ordinary shares offered 
was frequently the same, but whereas the former were usually £1 shares, the 


latter were often of much smaller denomination. One company offered 125,000 
each of £1 Preference and 1s. Ordinary shares. The remaining 3,375,000 Ordinary 
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proceeds were required “for development,” at other times the 
cash was handed over to the vendors in addition to the ordinary 
share capital. In the one case, the new company was a means 


6é 


of raising fresh capital advantageously to the ‘“‘ vendors”; in 
the other, it facilitated the sale, for a substantial cash remunera- 
tion, of a large preferential interest carrying fixed and relatively 
low participation in future profits, whilst still retaining to the 
vendors a more or less full residuary ownership. 

Among those companies which did admit the public investor 
to their ordinary capital, some did thereby offer him an interest 
in a live and mature undertaking—even though they demanded 
a heavy premium for so doing.!. There were other instances, 
however, more especially among those companies in the next 
sub-group, where the promoters relied far more upon attractive 
potentialities than on past results. The prospectus of the 
twenty-fifth new Gramophone-Radio flotation in 1928 informed 
its readers that, on a capital of less than £5,000, the business 
acquired had earned average annual profits exceeding £4,275. 
It confidently estimated that an additional £70,000 capital 
would produce a profit of not less than £62,585 in the first twelve 
months. This was “a conservative estimate based on past 
results.” ‘‘ Expansion” is altogether too mild a term for such 
a programme; it spells a veritable explosion. From the valua- 
tion it would appear that by 1931 the explosion had taken place 
and had left nothing of value in the debris. 

Clearly there is a fundamental difference between an issue 
representing a genuine change of ownership, however partial, and 
one designed to raise fresh capital. A subdivision has therefore 
been made, separating those issues where at least 75 per cent. of 
the public cash was paid over to vendors from those where a 
smaller percentage or none was so utilised : 





Subscribed | Market Value | Depreciation 
in 1928. May 1931. per cent. 





(A) Cash Acquisitions : 
33 issues 3 ‘ : £20,804,416 £21,075,725 nil 

32 issues (excluding Ford 

Co. : . . 18,004,416 13,375,725 26 

(B) Other issues : 
4lissues  . , . 8,081,850 2,768,575 66 











See also Table B. 





shares were allotted to the vendors as consideration, and have proved a remunera- 
tive holding. 

1 One company offered its £1 Ordinary shares at 55s., and other issues were 
made at 100 per cent. premium. 
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Within this group of “ acquisitions,” in all the varied senses 
of that term, the data collected showed that, broadly speaking, 
the more successful businesses rarely offered a real participation 
in their future prosperity to the public. Of those companies 
which did admit the investor to a substantial equity interest, 
success was entirely confined to those which followed the pro- 
cedure of a literal sale and received the proceeds of the public 
issue in payment. On the other hand, the companies which 
admitted the public openly to their ordinary shares in return 
for fresh working capital were uniformly unsuccessful. 


III 


Those “acquisitions”? which failed to state certified past 
earnings of the business acquired may be dismissed briefly. 
Pigs in pokes have never been satisfactory business propositions. 
The figures are : . “ 














Subscribed Market Value Depreciation 
in 1928. May 1931. per cent. 
2 issues . . «| £8,036,400 | £366,448 | 95 
IV 


It remains to examine the results of the 1928 new ventures. 
Of the 118 issues falling in this category, nine were by newly- 
formed Investment Trust Companies, whose business, as distinct 
from that of the genera] finance company, consists almost wholly 
in the investment of their funds in stocks and shares. As the bulk 
of the cash subscribed to these nine issues was, therefore, ulti- 
mately invested in securities of long standing, these companies 
were new ventures only in a very limited sense, and they are 
therefore separated from the more truly new ventures. The 
totals are : 














Subscribed | Market Value | Depreciation 
in 1928. May 1931. per cent. 
Investment Trust Co.’s 9 issues £7,436,220 £5,059,000 32 
Other New Ventures, 109 issues 26,739,125 4,631,425 83 











The chief groupings among the 109 issues were: Gramo- 
phones and Radio, 21; Artificial Silk, etc., 10; Finance, 10; 
Films, Cinemas, and Theatres, 8; Portrait Machines, 7. Other 
























canning at sea. 
Vv 


numerous to warrant further details : 
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interesting undertakings include Safety Glass, 4; 
Photography, 3; Automatic Vendor Machines, 2. One company 
was to equip a “‘ Mobile Seagoing Factory” to engage in fish- 
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Coloured 


The Gramophone and Radio companies are sufficiently 

























Subscribed Market Value | Depreciation 
in 1928. May 1931. per cent. 
(i) Acquisitions with stated 
profits—4 . : £482,500 £266,500 45 
(ii) Acquisitions without stated 
profits—4 . ; 2 455,000 nil 100 
(iii) New companies—21 . 2,772,000 35,000 99 











If one very successful issue in section (i) is removed, the 
depreciation there becomes 80 per cent. 

Of thirteen issues—acquisitions and new—by Artificial Silk 
and Hosiery companies, one of £1,170,000 showed 37 per cent. 
depreciation ; the remaining twelve, representing cash subscribed 
to a total of £5,948,900, were valued at 3 per cent. of that sum 
by May 1931. 

All seven Portrait Machine companies, which raised cash 
totalling £1,161,000, were valueless or wound up. 

Of the 109 companies classed as “new Ventures,” twelve 
were formed to acquire foreign or other selling rights from parent 
concerns themselves floated in the same year! The results of 
this infantile procreation are appalling. None of the twelve 
offspring had any value by 1931, seven of their number being 
wound up. Of the eleven parent concerns, one stood at 2-4 per 
cent. of its issue value, eight were wound up, and two had no 
value. 


VI 


The analysis may now be conveniently summarised. A 
revaluation as at April 1933 is added, from which it will be 
seen that whereas the issues by old companies have maintained 
their 1931 figure, the depreciation of the new ventures has con- 
tinued. Apart from the Ford issue, the acquisition group shows 
a small recovery. 

The changes in Table B are interesting. The liquidation of 
companies has proceeded apace, but at the same time the number 
of issues showing appreciation has increased. 
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&/6. New Investment Trust 
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REVIEWS 


The Theory of Wages. By J. R. Hicks. (London: Macmillan 
& Co. 1932. Pp. xiv + 247. 8s. 6d.) 


“THE task which is attempted in this book,” the preface tells 
us, “‘ is a restatement of the theory of wages in a form which shall 
be reasonably abreast of modern economic knowledge.” It 
cannot be said that the task is accomplished. A theory of wages 
must surely formulate a definite set of principles which deter- 
mines the whole system of wage-rates (i.e. the various rates ruling 
in the various industries, occupations and localities) either in 
actual circumstances or, at least, in the hypothetical conditions 
selected for treatment. Mr. Hicks does not do this, nor, so far 
as I can see, does he attempt it. His discussion of the principles 
governing the distribution of the total labour supply between 
trades (and grades) is, for example, very cursory and inexact. 
It is easy to criticise the “‘ Marshallian ” view that the numbers 
employed in any trade result from a balance between demand 
and supply: that each industry or occupation absorbs first (in 
logical order) those workers who are most “suitable ”’ to it in 
the sense that their productivity there is highest in relation to 
their “ supply-price ” (defined as the lowest wage which would 
suffice to secure or retain their services for that trade) : that this 
supply-price differs as between different workers according to 
their earning-capacity elsewhere, their preferences for various 
kinds of work, their opportunities for acquiring any special skill 
required in this and other trades, their parents’ wealth, their 
access to information about the prospects in various occupations, 
their parents’ occupations, their social connections, their place 
of residence, their means of subsistence if unemployed, and so 
on—so that there is a sort of ‘“ supply schedule ” of labourers 
for any trade: that each trade absorbs less and less “ suitable ” 
workers until the productivity of the last man taken on (who 
may be the most efficient if he has also the highest supply-price) 
is equal to his supply-price to the trade—so that, given each 
worker’s system of preferences between trades, his aptitudes, 
opportunities, etc., and given also the conditions of demand, the 
distribution of labour between trades becomes determinate : 
and that the efficiency-rate established at this “ margin of trans- 
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ference’ governs the rate throughout a trade in so far as 
competition and mobility are effective within it,—so that the 
more ‘‘ suitable ” men get a rent or surplus above their supply- 
price corresponding to their greater degree of “ suitability ’’ for 
their occupation. All this, I say, offers'a wide target for criticism. 
But at least it has the merit of recognising that the wage-rates 
un at which various numbers of workers are available at any point 
(the conditions governing their supply) are no less important, as 
a determinant of the numbers employed and the rate paid there, 








































7 than the rates at which they can be absorbed (the conditions 
It governing the demand for them) and need equally prominent 
as and equally detailed treatment, and it does lead to a definite 


statement of the conditions of equilibrium. Mr. Hicks puts 
nothing in its place. He is content to argue (pp. 76-80) that 
— “wages throughout a nation are subject to the equalising force 
of movement in search of betterment ”’ and that, although “ the 


. equalisation is not completely effective’ even .within. a trade 
a and is ‘‘ much less effective ” between trades (owing to differences 
‘ in ability, costs of training which few people can afford, and so 
n i >i : 
t. on), yet “there is in a free market some considerable degree of 
a mobility between trades,” with the result that a fairly stable 
d system of relations between the rates in various occupations 
a becomes established. He does not expound the principles which 
* determine how far the movement goes—at what points it stops 
a —and accordingly what distribution of labour and what system 
d of rates become established. And in consequence he puts 
3 forward no criterion by which it would be possible to judge 
ss whether the number employed, and the rates ruling, in any 
* particular trade or occupation or firm or locality are in equi- 
il librium or likely to change. Similarly, he excludes from the 
. theory of wages the reaction of earnings upon the total number 
: of workers available. This may, no doubt, be defended on the 
. i ground that within the range of wage-changes encountered in 
a practice, the reaction is too small to be taken into account; but, 
. a in view of possible migration when we are considering a single 
" : country and of the large numbers still living near the subsistence 
. level when we are looking at the world as a whole, it needs more 
) defence than the mere statement that ‘‘ most modern economists ” 
are content to regard the question of numbers as “ belonging to 


the theory of population” (p. 2). Moreover, the reaction of 
wage-rates upon the supply of capital, though it is rightly given 
great prominence, is not worked out at all fully, so that even on 
the demand side the influences governing the general level of 
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wages are not described with any approach to exactness. In 
short, it is impossible to extract from Mr. Hicks’s pages any precise 
and comprehensive formulation of the forces determining either 
the level of wages generally or the relation between the rates 
ruling in different industries, occupations and places. He has 
given us a series of more or less connected comments upon 
certain parts of, and problems in, the theory of wages—not a 
statement or restatement of the theory as a whole. 

This is not, of course, a criticism. It means merely that his 
book is less comprehensive and less ambitious than its title and its 
preface might seem to imply. 

It is divided into two parts. Of these the first (Chs. I-VI, 
pp. 1-147), which occupies rather more than half the space, is, in 
the main, a commentary on one element in the demand side of 
Marshall’s theory of wages—the theorem, namely, that in a 
competitive régime “the wages of every class of labour tend to 
be equal to the net product due to the additional labour of the 
marginal labourer of that class’ (Principles of Economics, VI. 
i. 8, p. 518). Save for the last chapter, its value is mainly 
pedagogic. It meets a number of the difficulties and objections 
which the Marshallian analysis is apt to arouse in the mind of a 
beginner. Mr. Hicks writes simple and lucid English un-encum- 
bered by diagrammatic apparatus and, in these first five chapters, 
reduces his use of symbols to a minimum. Selections from this 
part of his work should, therefore, prove a serviceable adjunct to 
the ordinary text-books. 

One could wish, however, that the author had carried out 
more completely his expressed intention “to bring into clear 
relief the extremely abstract assumptions on which alone it is 
rigorously true to say that wages equal the marginal product of 
labour ” (p. 9). His statement of the doctrine as he interprets 
it does indeed expose several of these assumptions (though they 
are nowhere brought together); but it introduces one at least 
which is not necessary to the doctrine as it is ordinarily under- 
stood and gives too little prominence to another which is of 
fundamental importance. 

To begin with the first and less vital point. Mr. Hicks takes 
the doctrine to mean that wages tend to equal the marginal 
product of the total quantity of labour ‘‘ available ’’ (i. on offer) 
and accordingly makes it depend on the assumption that all the 
labourers must be employed. ‘‘ Wages, say the text-books, [we 
are not told which and where} tend to that level where demand 
and supply are equal. If supply exceeds demand, some men will 
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be unemployed, and in their efforts to regain employment, they 
will reduce the wages they ask to that level which makes it just 
worth while to take them on” (p. 4). There may, perhaps, be 
writers who argue thus, but I have not been able to discover that 
Marshall, to whom this version of the theory seems to be attributed 
(p. 5), is among them. His view surely is that, in competitive 
conditions, the marginal net product of a given number of 
labourers measures the demand price for that number (i.e. the 
highest wage at which that number can find employment), and 
that accordingly what the wage tends to equal is the marginal 
net product of the number employed. Whether this is the same 
as the number seeking employment depends on the conditions 
of supply. There is no reason why the number willing to work 
at the ruling wage, let alone a higher one, should not be greater 
than the number who can find work at it, provided that none of 
those who fail to get jobs are willing to work for less. Per- 
manent unemployment is in no way inconsistent with the 
“marginal productivity theory ” as expounded in Marshall’s 
Principles,—or indeed in most other “text-books.” Mr. Hicks 
is, however, justified in saying that the text-book discussions 
of wages pay much too little attention to the influence of un- 
employment, and that this whole subject urgently calls for 
further investigation. 

Turning now to the second and more important point, Mr. 
Hicks does not, as it seems to me, give enough prominence to the 
dependence of the marginal productivity theory, as he states it, 
on the assumption of simple competition in a perfect market (or 
certain other highly abstract assumptions). He defines the value 
| of the marginal net product which the wage tends to equal as 

the value of “‘ the difference between the total physical product 
which is actually secured [by the employer] and that which 
would have been secured from the same quantity of other resources 
if the number of labourers had been increased or diminished by 
one”’ (p. 8). This is, in effect, the same as Professor Pigou’s 
definition (Economics of Welfare, p. 135) and differs, though Mr. 
Hicks does not point this out, from Marshall’s, which is the 
increase (or decrease) in the total value of the employer’s output 
consequent upon his employing (or dispensing with) a small 
increment of labour (Principles, VI. i. 8, p. 521, and Mathematical 
Appendix, note xiv, p. 849).1 The difference, of _course, is that 
Professor Pigou’s definition does not, while Marshall’s does allow 


” “cc 


1 Marshall commonly speaks of the “‘net’”’ increase “after allowing for 
incidental expenses,’’ but that practice is not in point here. 
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for the reduction in the selling value of the rest of the employer’s 
output consequent upon his putting a little more on the market : 1 
it is only when this element is negligibly small as compared with 
the value of the additional product 2 that the value of the marginal 
net product on the two definitions is the same: and it is not 
negligibly small unless either (a) the employer can discriminate 
in the price he charges for different units of his output so per- 
fectly that a small addition to his sales can be made without 
causing him to reduce appreciably the total charge for the rest 
of his output; or (b) the elasticity of the demand for his output 
is very large,* which it may be either (i) if the elasticity of the 
demand for the total output of the commodity he produces is 
very large, or (ii) if he supplies only a small fraction of the total 
output of the commodity, competes freely with the other suppliers 
and sells in a market which is perfect in the sense that custom will 
be transferred to him (or from him) wholesale if his price differs 
from that charged by others to any the smallest extent. There is 
no tendency for the wages of a given type of labour to equal its 
marginal net product in the sense defined by Mr. Hicks unless 
one or other of these conditions is fulfilled (the third is the only 
one to which approximations are likely to be found at all fre- 
quently in practice and the only one with which Marshall concerns 
himself). For the general condition for maximum profit is, of 


1 If x is the employer’s output, p its price per unit, 6x the (small) increase in 
his output obtained by employing a small additional increment of labour, and 
dp, a negative quantity, the change in price per unit caused by putting this on the 
market, p. 6x is the value of the marginal net product on Professor Pigou’s 
definition, p.éx-+ «2.8p on Marshall’s. In some circumstances, 6p may be 
positive, but this possibility may be ignored here. 

2 (p. 2.) 

3 For where all units of his output are sold at the same price, the elasticity 
of the demand for his output is—p.dz/x.dp; 1.e. the reciprocal of the ratio of 
the change in the selling value of the rest of his output to the value of the incre- 
ment of output, with the sign changed. 

* When the market is imperfect, the conception of elasticity of demand for 
the total output presents notorious difficulties, which cannot be considered here. 
For the present purpose it must suffice to say that in this case the phrase should 
be taken to refer to the part of the market which is served by the employer in 
question. 

5 Marshall indeed, while clearly bringing out the distinction between the 
addition which an increment of any factor makes to the value of its employer’s 
output and the value of the addition which it makes to his output, and declaring 
it to be a ‘‘ dominant fact in the theory of monopolies ” and ‘‘ in the case of any 
producer who has a limited trade connection which he cannot quickly enlarge ”’ 
(op. cit., p. 517 and p. 849), held that ‘‘ when we are studying the action of an 
individual undertaker with a view of illustrating the normal action of the causes 
which govern the general demand for the several agents of production,’ we should 
“‘ avoid cases of this kind ’’ and “‘ take our normal illustration from a case in which 
the individual is only one of many who have efficient, if indirect, access to the 
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course, that what Marshall called the employer’s “ marginal 
outlay ” on that type of labour (i.e. the addition to his total 
outlay incurred by employing a small additional quantity of it) 
should be equal to the increase in his total receipts which he 
obtains by employing it—which we may perhaps, using a phrase 
adopted by Prof. Viner and others in a rather different sense, 
call his “‘ marginal revenue ” from it. And if we are to say that 
the labour’s wage (as distinct from the marginal outlay upon it) 
is to be equal to the value of its marginal net product, similar 
conditions are required on the supply side. For the additional 
outlay required to secure an increment of labour (or any other 
agent) includes not only the wage or price which the employer 
pays for it, but the change in what he has to pay for the rest of 
his supply.2. This second element will only be negligible if either 
(c) an addition to the total quantity of the labour available * 
can be obtained without raising the wage offered for it or (d) 
our employer employs only a small fraction of the total supply, 
competes freely with the other employers for its hire and 
hires it in a perfect market,’ or (e) the labour already in his 
service will remain without any considerable increase in wage 
and he can discriminate so perfectly in the wage he pays for 
different units of the labour that a small addition to the quantity 
he employs does not appreciably affect what he pays for the rest.° 
For practical purposes ® we may say that the circumstances in 





market’: so that ‘‘ for the purpose of illustrating a part of the general action of 
the laws of distribution we are justified in speaking of the value of the net product 
of the marginal work of any agent of production as the amount of that net product 
at the normal selling value of the product,” 7.e. as p . 6% (pp. 849-50). His prac- 
tice of speaking thus is liable to mislead, has indeed misled, careless readers into 
supposing that he defines the marginal net product of an agent by the expression 
just quoted. This he most emphatically and explicitly does not: he merely 
treats this expression as equivalent to his definition in the particular and, as he 
would say, “‘ normal,”’ case which he selected as his standard illustration of the 
general law. : 

1 Zeitschrift fiir Nationalékonomie, Band III, Heft 1, September 1931. 

2 This will be a positive or negative quantity according as an increase in 
demand raises or lowers the price or wage per unit at which it can be obtained, 
but for our present purpose the latter possibility may be ignored. 

3 For reasons analogous to those given above, this must, in the case of 
market imperfection, be taken to mean available in the market which serves 
our employer. 

4 We may say, if we like, that in cases (c) and (d) the “‘ elasticity of supply ” 
of the labour to our employer is very large. 

5 This condition does not secure that all the units of the labour are paid a 
wage equal to the value of the marginal net product, but only that the marginal 
unit—that with the highest supply price in relation to its efficiency—is. 

6 But not in a theoretical discussion where generality is aimed at: for then 
account must be taken of the other combinations of cireumstances alluded to. 
112 
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which the general condition for equilibrium, ‘‘an employer’s 
marginal outlay on an agent equals his marginal revenue from it,” 
reduces to “ the price of an agent equals the value of its marginal 
net product, as defined by Professor Pigou and Mr. Hicks,” are 
that the agent should be hired and its product sold under con- 
ditions of simple competition in a perfect market, i.e. that the 
conditions indicated above under (b) (ii) and (e) should hold.! 
Though Mr. Hicks quite explicitly confines the doctrine to 
“competitive equilibrium” in a “free market,’ he nowhere 
defines these terms nor therefore brings out fully the character 
and significance of the limitation. He could have made the 
“extremely abstract assumptions,” on which alone the doctrine 
is rigorously true, clearer if he had started, as Marshall does, by 
enunciating the general condition for maximum profit (marginal 
outlay equals marginal revenue) and then proceeded to show 
what artificial conditions have to be introduced in order to reduce 
this to the familiar “‘ marginal productivity ” doctrine. Peda- 
gogically this approach is helpful, and it would surely have led 
to a more thorough and satisfactory discussion of the tendency 
towards “ exploitation.” 

The notion of “exploitation” is central in the modern 
defence of wage regulation. Mr. Hicks regards the phenomenon 
as being on the whole unimportant. He may well be right. 
But his argument (pp. 82-6) would have been more convincing 
had it been based on a clear analysis of the reasoning advanced 
on the other side. It is certain, for example, that a monopolist 
(unless the demand for his product is infinitely elastic or he can 
discriminate in his charges with a very high degree of nicety) will 
to some extent exploit his labour (and every other hired factor) 
in the sense of paying it less than the value of its marginal net 
product as defined by Mr. Hicks:? for his “ marginal revenue ”’ 
from it (which constitutes his demand price for it and to which 
he equates his marginal outlay upon it) must be less than the 
value of the last increment which it contributes to his output, 
since in his case a small variation in his output has an appreciable 
effect on the price at which he sells, and the second element in 


1 If the “‘ marginal net product ”’ be interpreted in Marshall’s sense, only the 
first of these two conditions is required—the agent must be hired under condi- 
tions of simple competition in a perfect market: there may be any degree of 
monopoly or market imperfection in the sale of the product. It should perhaps 
be said that the whole argument is based on the assumption that the quantities 
of the agents and of the product are capable of small variations and that all the 
relevant functions are continuous. 

2 The fact that some resources are employed to increase the value rather 
than the volume of output is ignored here and throughout. 
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“ marginal revenue ” is not negligible. And this holds not only 
in the case of monopoly but whenever there is an imperfect 
market or the employer supplies a substantial proportion of the 


9 


total output. But, although there is “ exploitation” in these 
cases, i does not follow that the wage can be raised without causing 
a contraction of employment —a point, and an important one, 
against the case for wage-regulation and collective bargaining as 
it is often presented which Mr. Hicks does not make, though his 
general attitude to those policies is critical. For that to hold 
good the wage must be less than the employer’s demand price for 
the labour (i.e. his ‘‘ marginal .revenue”’ from it or, in other 
words, the value of its marginal net product as defined by Marshall). 
Various circumstances may secure this—the most noteworthy 
being that which is formulated by Professor Pigou and considered 
by our author; viz. that a small variation in the quantity of 
labour hired by our employer (or a group with whom he acts in 
concert) appreciably affects what he (or the group) pays for the 
rest of his (or its) supply—as it probably will, for example, if 
additional supplies of the labour in question can only be obtained 
by the offer of higher rates and he (or the group) monopolises the 
market for it in the sense of employing all, or a large proportion, 
of the total supply. It is the prevalence of exploitation in this 
sense which advocates of wage-regulation have to establish if 
they are to claim that “exploitation”? makes a wage-increase 
possible without a contraction of employment. And its preva- 
lence is not so easy to establish in this as in the other sense. 
Their most promising resource would probably be to rely, as 
Adam Smith did 150 years ago, on the employers’ open or tacit 
understandings not to bid against each other for labour. 

Mr. Hicks’s position on the whole matter seems to be that, 
as a rule, a monopolist’s power to control the price he charges 
and the wage he pays is in the long run so narrowly limited by 
potential competition ? that exploitation in either sense (he does 
not distinguish them) is unlikely to go to any considerable 
lengths. He is probably right in claiming that monopolies are 
in the long run not nearly so strong as they appear to be and that 
the advocates of wage-regulation are apt to over-stress the 


1 For if the wage were formerly equal to the demand price for the employer’s 
labour, #.e. his ‘“‘ marginal revenue ” from it, a rise would make it greater and it 
would no longer be worth his while to employ so much labour. 

* In other words, that potential competition makes the demand for his output 
and the supply of his labour highly elastic in the long run. 

* Marshall seems to have taken a somewhat similar, though less extreme view 
(op. cit., VI. xiii. 8, p. 705). 
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practical importance of the tendency to exploitation. But he 
is in danger of running to the opposite extreme. And it must 
be remembered in theoretical discussion that any degree of 
market imperfection, whether in the sale of the product or in the 
hiring of labour (to say nothing of open or tacit understandings 
such as Adam Smith envisaged), opens the door to exploitation 
or one type or the other in some degree. 

Chapter VI, on “ Distribution and Economic Progress,”’ is 
different in character from those which go before it. Here, and 
in the Appendix attached to it, Mr. Hicks breaks new ground and 
brings a mathematical apparatus to bear. This part of his work 
is therefore less suitable for the beginner but of more interest to 
an advanced student. In the course of it he introduces and 
defines mathematically a concept which is, I think, new and 
may well prove fruitful—the “ elasticity of substitution ” of a 
factor of production. This is a measure of the ease with which 
the factor in question can be substituted for the others, and is 
used ingeniously for combining into a formula and, in one respect, 
modifying the four rules laid down by Marshall as determining 
the elasticity of a derived demand. Even here more precision 
might perhaps have been expected, but the treatment is neat 
and further elaboration will doubtless follow. The author is to 
be congratulated on a very pretty contribution to pure theory. 

Pure theory, however, it is, and the attempt made in the rest 
of the chapter to use it for interpreting and forecasting the results 
of economic progress in the actual world raises certain misgivings. 
The rigid assumptions which are made in order to simplify the 
analysis (e.g. that there are no economies arising from an increase 
in the quantity of resources in general at the disposal of the 
community) deprive the theoretical conclusions of generality ; 
and there is no good reason for thinking that the special cases to 
which they apply are those most often found or most closely 
approached in practice—rather the contrary. Simplification of 
this kind is, of course, perfectly legitimate in a purely theoretical 
treatment and as a first approximation; but before the results 
are applied to the real world something more should be offered 
than a mere assurance that “it does not seem probable ” that 
removal of the simplifying assumptions would cause a “ very 

1 Since this notice was written Mrs. J. Robinson has published her study of 
The Economics of Imperfect Competition, in which she analyses the tendency to 
exploitation on lines similar to those followed here. Her treatment is more 


elaborate than is possible in a notice such as this, but it also presents certain 
differences of detail. It has therefore seemed worth while to let the above para- 


graphs stand. 
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great” “divergence”? from them (p. 241)—something in the 
nature of a proof is surely wanted. If economics is to be taken 
seriously as a science, its exponents must not shrink from the 
difficulty of constructing an apparatus capable of dealing with the 
material presented to them. As regards the particular case 
before us, confidence in the practical conclusions reached is 
not enhanced by the statement on p. 121, ‘“‘ under the assumption 
of competition, it inevitably follows that an invention can only 
be profitably adopted if its ultimate effect is to increase the 
National Dividend.”’ A more fundamental doubt is raised by 
the “ grave weakness ” frankly recognised on p. 113: if we use 
the apparatus here employed in our analysis of the effects of 
progress, “ although we are really dealing with a community in 
constant change, and comparing two stages of that change, we 
are obliged to assume that in each case the system is in equi- 
librium.” And here the assurance that “the error from this 
source will generally be quite small if we are comparing two fairly 
long periods separated by a considerable span of time ”’ is pecu- 
liarly unconvincing :—prima facie, many of the errors would seem 
to be cumulative through time. The technique employed in the 
old equilibrium economics of the nineteenth and early twentieth 
centuries is, no doubt, admirably suited to display the conditions 
which a position of equilibrium (long-period or short-period) 
must fulfil. It is not well adapted to describe and predict the 
process of growth and change. For that purpose a new technique 
is urgently needed. 

The second part of the book, in which the author puts forward 
his most far-reaching conclusions and those which bear most 
directly on practical problems, begins (Ch. VII, pp. 136-58) with 
some theoretical discussion of industrial disputes which does not 
carry us much beyond, if indeed so far as, Professor Pigou’s 
treatment in Principles and Methods of Industrial Peace and the 
chapter on the same subject (Part III, Ch. VI) in the Economics 
of Welfare, and is not so refined and illuminating as Dr. F. 
Zeuthen’s recent contribution to the subject (Problems of 
Monopoly, Ch. IV). The interpretation of the “ employers’ 
concession curve ” and “ the trade unions’ resistance curve ”’ is 
hazy and it seems impossible to extract from them the conclusions 
which are based upon them (while the employers’ power of 
resistance and the unions’ belief about it are somehow left out 
of the picture). 

Next follows a short sketch (Ch. VIII) of the growth of trade 
union power, remarkable for the claim that before the war, “‘ even 
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in the immediate pre-war period,” neither in steady industries 
nor in those where the demand for labour fluctuated greatly 
“‘was the average level of wages, even over a short period of 
years, probably affected to any great extent’ by trade union 
action (p. 170). It is the next two chapters, on “‘ Wage Regula- 
tion and Unemployment ”’ and “ Further Consequences of Wage 
Regulation,” which contain the kernel of this Part and in a sense 
of the book as a whole. 

They paint an extremely gloomy picture of the consequences 
which follow from an attempt, whether by trade unions or state 
regulation, to fix wages “ higher than would have been paid in a 
competitive market” (p. 178). [Whether this means “ higher 
than would have been paid in the absence of regulation ” is not 
quite clear, since it has been conceded earlier (Chapter IV) 
that the working of competition is slow and not absolutely 
perfect and that full competitive equilibrium is never attained 
in practice (p. 86)—but apparently it does.] The unrelieved 
sombreness of these chapters and their wide sweep make a 
certain zsthetic appeal; but the reasoning is too vague, incom- 
plete and inexact to have any considerable value scientifically. 
So difficult is it, for one reader at any rate, to arrive at any 
interpretation of the argument which is at all precise, that 
detailed criticism would be fruitless. It must suffice to indicate 
what seem to be the main sources of obscurity. 

The central thesis is this: that if wage-rates generally are 
forced above ‘‘ the competitive level”? (whatever exactly that 
may be), unemployment will be caused in two ways: (i) by the 
‘tendency for capital to shift from the less capitalistic to the 
more capitalistic trades ” (and methods) (pp. 187-8), 7.e. to “ those 
which use a relatively large proportion of capital to labour in 
making a unit of product ” (p. 187), from those which use a rela- 
tively small proportion: (ii) because “the total supply of 
capital ” will be diminished (p. 193), since capital will be ‘“ lost ” 
(p. 193), “eaten into” (p. 193), “consumed” (p. 199), “ de- 
stroyed ” (p. 199), “cut into” (p. 200), “ dissipated ” (p. 206) 
or “‘ decumulated,” and “savings ” therefore checked (p. 193). 
Unfortunately ‘ capital” is not defined and we are not told how 
quantities of it (or indeed of labour) are to be measured, and 
similarly of “saving.” Presumably, these are ‘‘ matters which 


properly belong to the theory of capital” (p. 200). But until 
they are cleared up it is impossible to follow Mr. Hicks’s reasoning ; 
and surely a theory of wages may not unreasonably be expected 
to include a precise and intelligible explanation of the processes 
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through which wage-rates influence employment. For instance, 
it is not immediately apparent why employment should be dimin- 
ished in the first of the two ways above distinguished. If capital 
means concrete capital goods, these are themselves the product 
of labour, so that, it would seem, the rise in wages must cause @ 
proportionate rise in their cost of production ! and consequently 
(if there is no change in the rate of interest) in the annual charge 
incurred by employing them. Similarly, if “ capital” be 
identified with “ waiting,” the rise in wages causes a propor- 
tionate rise in the amount of waiting involved in the creation and 
use of a given instrument; or again, if we take it to be in essence 
the employment of labour in “‘ roundabout methods of production,” 
the cost of roundabout methods is raised in the same proportion 
as the cost of direct methods, so that, given the same “ time- 
preference’ or agio on present goods as before, the relative 
advantages of the two would appear to be unaffected. On all 
the ordinary interpretations of capital there would seem to~be no 
change in the relative advantages of more capitalistic and less 
capitalistic methods unless and until the rate of interest falls. 
And though Mr. Hicks allows for the effect of a fall in the rate of 
interest as a secondary influence, it is as a secondary influence 
only, there being, according to him, a shift over to more capitalistic 
methods quite independently of this. It may indeed be argued 
that the immediate effect of a rise in wages upon employment is 
likely (not certain) to be less unfavourable in the more capitalistic 
trades than in the less capitalistic, since the supply of durable 
capital is fixed for the time being and the charges in respect of it 
are “ overheads ”’ which do not enter into short-period supply- 
price. But on this reasoning there would be a fall in the value 
of durable capital goods (due to their decreased earning-power) 
at the same time as the cost of producing them rose, with the 
result that the incidence of unemployment in capital-producing 
trades would be particularly heavy—which is the exact opposite 
of the result which Mr. Hicks’s theory leads him to expect from 
the shift to more capitalistic methods. And it seems clear, in 
any case, that his argument does not refer to immediate reactions 
of this kind, but to long-range effects.2. The whole matter would 
surely have been much illuminated if Mr. Hicks had not been so 

1 In the long run, of course, and subject to the necessary correction where 
factors which are neither labour nor capital enter into their production. 

* Substitution, during this transitional period, of instruments produced by 
highly capitalistic for those produced by less capitalistic industries may, of course, 


have a permanent effect on the methods employed; but this again does not seem 
to be the kind of influence which Mr. Hicks has in mind. 
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determined to avoid the “ incursion into capital-theory ” which, 
as he himself admits (pp. 200-1), is necessary for an accurate 
description of the processes under consideration. 

Again, Mr. Hicks excludes from consideration the monetary 
reactions of wage-policy. He recognises that “the kind of 
process we have been examining would itself have reactions on 
the monetary machine; and these would have further reper- 
cussions on the ‘ real’ process” (p. 212). “* But,” he continues, 
“perhaps the writer will be excused if he decides that, for the 
present, these repercussions lie outside the Theory of Wages ” 
on the ground that there is no general agreement among econo- 
mists about the character of the reactions. But it is not possible 
to separate ‘“ the real process ” from “its monetary reactions ” 
in this way when we are dealing with all-round changes in wage- 
rates—even if it be possible when we are concerned with changes 
in a single occupation playing a small part in the total activity 
of the community. For in a monetary economy it is through the 
monetary mechanism that the effects of such a change are brought 
about, and their nature cannot be discovered or understood 
without a clear analysis of that mechanism: the monetary 
reactions, in fact, are not simply “ repercussions of ” the process 
set up by the change, they are the process and must occupy a 
central position in any analysis of it. The only way to get rid 
of them is to postulate a barter-economy; and this Mr. Hicks 
does not do—his discussion hovers between what would happen 
in a barter-economy and what does happen in a money-economy. 
He seems, for example, to suppose that monetary disturbances 
may be neglected if the wages fixed are supposed to be “ real 
wages ”’ in the sense of “‘ money wages corrected for movements 
in the price-level of consumption goods ”’ by means of “ cost of 
living sliding-scales ” (pp. 211—-12)—which is manifestly untrue. 

Thus, the obscurity and lack of precision which mar these 
chapters spring, I believe, from the attempt to narrow down the 
theory of wages by excluding from it any discussion, first, of the 
nature of capital and the processes governing its supply, and, 
secondly, of the monetary reactions set up by changes, or 
disequilibria, in wage-rates. G. F. SHove 


\ Economic Scares. By Epwin Cannan. (London: P. S. King 
and Son. 1933. Pp. vii + 135. 4s. 6d.) 
Into his latest book Professor Cannan has collected four 
essays, the most considerable of which, entitled ‘Too Little 
Saving,” has not been previously published. Of the other three 
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essays, ““ An Adverse Balance of Trade”’ has already appeared 
in pamphlet form under a slightly different title; while “ Not 
Enough Work for All” and “ Over-Population ” were originally 
published in this JournaL for September 1932 and December 
1931 respectively, also under slightly different titles. As appen- 
dices, forecasts of population and natality which Professor 
Cannan made nearly forty years ago and published at the time 
are reprinted. 

When, not so long ago, the city editor of one’s daily news- 
paper seemed about equally worried over the national finances 
and the balance of trade, one felt he might possibly be able to 
give better advice if he could only make up his mind which 
would be the first of the two to bring about ‘“ national bank- 
ruptcy,”’ and exactly how this obscure phenomenon would show 
itself when it arrived. Into discussions of this order the essays 
in this book come like a breath of fresh air in a stuffy room. 
To our modern mercantilists Professor Cannan gives as little 
quarter as they deserve, while the “ great British Economy 
Stunt of 1931-2” is shown up in all its garish absurdity. Few 
will disagree with Professor Cannan when he argues that “ general 
unemployment is the result of a general asking too much” 
(p. 41); or when he refuses to believe that “ great inconvenient 
changes of price level are as unavoidable as changes of weather ” 
(p. 40). But when he remarks, with characteristic puckishness, 
“T am convinced that the present trouble is due to the reigning 
school of monetary experts having mixed up the rate of interest 
and the purchasing power of money in such confusion that they 
no longer know how to maintain or raise a price level,” one 
hopes that Professor Cannan will tell us in a future book precisely 
what form the confusion has taken, and indicate incidentally 
which he regards as the reigning school. Or does he, as his 
review of Mr. Alston’s book in a recent number of this JoURNAL 
might lead one to suppose, disagree impartially with the whole 
of the rest of informed opinion? Nor can one feel quite satisfied 
with his conclusion that if the world is too stupid to learn sense, 
it must at least learn to submit more gracefully to deflation. 
Surely here, if anywhere, lies what case there is for a measure of 
economic nationalism. For if a single country learns how to 
control its price level, is a paper standard not preferable to the 
neglect of that knowledge ? 

The third and longest essay gives an exceedingly clear account 
of the process of accumulation, and Professor Cannan, after 
discussing the sources from which the savings of to-day are 
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derived, makes out a strong case for believing that the accretion 
of capital in this country, even in the years of post-war slump, 
has proceeded more rapidly at least than a great many people 
have suggested. In his final essay, Professor Cannan compares 
the population outlook to-day with what it was a hundred years 
ago, and suggests that it is only a matter of time before what 
has happened in the West happens in the East also. The world 
as a whole now seems safe against general over-population— 
though, as Professor Cannan would probably agree, to lay the 
devil completely from a purely national point of view, it is 
necessary to discuss the trend of the country’s barter terms of 
foreign trade. The forecast of population which Professor 
Cannan made in 1895, and which one imagines must have been 
received at the time with surprise, if not with incredulity, has so 
far been more than vindicated: he suggested that the popu- 
lation of England and Wales was likely to become stationary 
in about 1995, whereas it now seems probable that this will 
happen within the next twenty years or so. The comedies of 
the “ official estimates ”’ of those days, and of the two Govern- 
ment departments who refused to recognise each other’s exist- 
ence, are indeed amusing, and would be even more so did not 
official statistics still display such a melancholy lack of co-ordina- 
tion. Finally, Professor Cannan reprints the forecast of natality 
which he made in 1901, adding the actual natality since then by 
way of footnote. Naturally, these figures reinforce the con- 
clusion of his essay on over-population. Professor Cannan 


certainly deserves our congratulations. 
HAROLD BARGER 


University College, 
London. 


Unemployment and Inflation. By Atrrep Hoare. (P. 8S. King. 
1933. 2d.) 


In this short pamphlet our Treasurer, Mr. Alfred Hoare, 
expounds once more some fundamental notions of his concerning 
the method by which we should deal with unemployment, which 
deserve more consideration than any proposal so contrary to 
usual ideas of what is right and respectable is likely to receive. 
Mr. Hoare’s view is in effect that in existing circumstances it 
would be much wiser to unfund part of the public debt than to 
fund it. He would, therefore, buy up about £35,000,000 worth 
of long-dated public debt by means of open-market operations 
or by inviting tenders with the result of increasing the Bank of 
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England deposits by the same amount. He recommends, in 
addition, that there should be a substantial reduction in the rate 
of interest charged by the Public Works Loan Board, bringing the 
rate down to 2 per cent. or 2} per cent. for various approved 
schemes. Here also Mr. Hoare’s proposals seem to me to be of 
an entirely right tendency. 

One sentence may be quoted which is excellently expressed :— 
“The whole thing bears the aspect of financial jugglery, and I 
think brings into clearer light the fact that the National Debt as 
a whole is of the nature of financial jugglery; it is in reality one 
of the means by which the national output is distributed amongst 
consumers, but has very little to do with the volume of that 
output.” 

Mr. Alfred Hoare’s Bank is now, I think, the oldest Bank in 
the country to have maintained its unbroken individuality. 
Mr. Hoare has had time to discover truths still hidden from his 


parvenu brethren ! : 
J. M. Keynes 


Increasing Return. A Study of the Relation between the Size and 
Efficiency of Industries, with special reference to the history of 
Selected British and American Industries, 1850-1910. By 
the late G. T. Jonrs; edited by Cotry Crark, Lecturer in 
Statistics in the University of Cambridge. (Cambridge : 
University Press. 1933. Pp. xvi + 300. 18s. net.) 


G. T. Jones died at the untimely age of twenty-six. For 
some three years he collected the material for this highly original 
work in Great Britain and the United States; for the first part 
he received the Adam Smith Prize at Cambridge in 1926, and for 
the complete thesis he was awarded the Ph.D. degree by the same 
University in 1928. Before his death he was planning an extension 
of his researches in Germany. “It is clear,” he says in his 
Introduction, ‘‘other things being equal, that improvements in 
industrial efficiency, whereby the physical quantity of resources 
consumed in the production of a unit of a particular commodity 
is reduced, will increase economic welfare by enabling people to 
satisfy more wants with a given effort. It is my purpose in this 
investigation to inquire how far this economy of means towards 
ends progressed in certain industries during the closing decades 
of the nineteenth and the first decade of the twentieth century, 
and to what extent the changes were due to the expansion of the 
industries.” The industries investigated were the London 
Building Industry, 1845-1913, the Lancashire Cotton Industry, 
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1845-1913, the Cleveland Pig Iron Industry, 1883-1925, the 
Massachusetts Cotton Industry, 1845-1920, and the American 
Pig Iron Industry, 1883-1925, and there are statistical appendices 
relating to each subject. 

The Introduction of 57 pages is occupied by a discussion of 
the various technical economic terms which are appropriate to 
the purpose of the book and by an account of his method. In 
measuring increasing return the first step is to ascertain real costs, 
and “it seems reasonable to presume that the trend of selling 
prices in an established industry is closely paralleled by changes 
in the money costs of production with normal profit. That is to 
say, that the normal price of a commodity is equal to the average 
full expenses of producing it.” “The statistical problem 
resolves itself into the construction of index numbers which will 
show the ratio between the selling prices of a given product over 
a period of years, their correction for changes in the money cost 
per efficiency unit of the factors engaged in its production, and 
the correlation of the index of changes in real cost thus obtained 
with changes in the physical volume of production in the industry 
and in the several firms.” The method of deriving index numbers 
of real cost (7.e. ‘‘ the equivalent of the average annual selling price 
of the product in terms of the factor-prices prevailing in the base 
year ”’) from selling price data is then set out at length. Altogether 
five different sets of index numbers were computed for each 
industry, reflecting changes in the supply prices of the factors of 
production (labour, materials, and other expenses), changes in 
the price of the product, changes in the physical volume of pro- 
duction, changes in the outlay on the different factors of pro- 
duction, and changes in the average size of establishment; the 
last two series are given where data are available. 

It is impossible here to follow the application of these principles 
and methods to the several industries, but the very interesting 
character of the results is indicated by the following quotation 
from the conclusions: “ If my index numbers are to be trusted, 
it would appear that the cost in terms of resources of constructing 
buildings in London and of maintaining them in repair fell about 
18 per cent. during the latter half of the nineteenth century, 
while the corresponding fall in the cost of manufacture of un- 
bleached cotton piece goods in Lancashire was 22 per cent. 
During the first decade of the present century, the efficiency of 
the cotton industry fell 5 per cent. and that of building only 
1 per cent., so that the net change in the real costs of production 
between 1850 and 1910 was 17 per cent. in both industries. The 
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available information concerning iron smelting in England does 
not cover so long a period, but there seems to have been no 
appreciable net change in the efficiency of the industry in the 
Cleveland district during the twenty-five years 1885-1910. At 
first sight these results are surprising, for the building industry 
nearly trebled its output between 1850 and 1910, while the cotton 
industry was three and a third times as great in 1910 as in 1850, 
and the production of pig iron on the north-east coast of England 
expanded from 2,500,000 tons in 1890 to 3,500,000 tons in 1910. 
One is reassured, however, by the results obtained for the corre- 
sponding American industries, which show far greater absolute 
changes in efficiency than the British industries, but about the 
same rates of change relative to the growth in the physical 
volume of production.” More generally, he concludes: ‘ The 
nineteenth century was characterised by a progressive diminution 
in the quantity of resources consumed per unit of product in 
British manufacturing industries. By the close of the century, 
however, this movement had spent its force, so that real costs 
remained almost constant during the first decade of the twentieth 
century in at least three of the basic industries of Great Britain. 
This change was accompanied by an adverse movement of the 
real rate of interchange between British and foreign goods, so that 
the real cost to Britain of her imports (bought largely with goods 
made with iron, cotton, and coal) probably increased; the con- 
temporaneous economies effected in the ‘finishing’ industries 
being insufficient to offset the combined effect of the adverse move- 
ment of the rate of interchange and the rise in the real costs of 
the materials used in the ‘ finishing ’ industries. In consequence 
of these developments, the per capita real income of the United 
Kingdom showed no increase between 1900 and 1913, though 
it had increased steadily during the nineteenth century.”’ 

One hesitates to accept the last conclusion without further 
investigation, and Mr. Jones’s methods and conclusions must be 
subjected, as he would have wished, to careful scrutiny. It is 
the more to be regretted that the man who opened such valuable 
new fields of inquiry should have gone from us so soon. 

Henry W. Macrosty 


The Corn Laws and Social England. By C. BR. Fay. (Cambridge 
University Press, 1932. Pp. xii + 223. 10s. 6d.) 

Ir is frequently said that the early Corn Laws looked to the 

interests of the producer, but that after 1765 a growing tenderness 

for the consumer led to a reversal of aim. Malthus notwithstand- 
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ing, Mr. Fay urges that until 1815 there was no deviation from 
original policy, and that the changes of 1773 were simply an 
adjustment of the law to altered conditions of the market. If, 
however, he maintains that the Corn Laws as a whole aimed at 
rough justice between the two interests, he is not of those who 
claim that the bounty on exports was of itself beneficial to the 
consumer, and he rebuts with vigour the strictures that have 
recently been passed by more than one historian on Adam Smith’s 
treatment of the matter. In particular, to Mr. Lipson’s argument 
that since the bounty brought more land under the plough it must 
also have served to lower prices in Britain, he makes the just 
reply that this would be true only if production had been subject 
to strongly increasing returns, and adds that for this the critics 
have put forward no proof whatsoever. 

The Act of 1815 marked a real break with tradition: “ it 
sought to fasten on a country at peace the protection furnished 
by a generation of war.” ‘The story of its breakdown and that of 
the substitutes of 1828 and 1842 is well told. But though, in 
dealing with the sliding scales, Mr. Fay explains that, by delaying 
imports when prices were rising, they tended to defeat their own 
end, he fails’ to bring out the more fundamental point that this 
end of stable prices could be attained by sliding duties only 
granted a particular and permanent relationship between the 
elasticity of demand for wheat and that of supply. His main 
conclusion is that during the years 1815-1846, whatever fiscal 
arrangements had been in force, foreign grain could never have 
played an important part in British economy. The fact that 
Polish corn was warehoused in Britain and poured out of bond 
whenever the free import price was touched, led both reformers 
and agriculturists to exaggerate the magnitude of possible supplies 
from the Baltic. And since it was not until the ‘forties that 
America was in a position to export on a large scale, “ the repeal 
of 1846 removed obstructions just when their retention would 
have caused them for the first time in Corn-Law history to raise 
materially the price of English bread.” 

Such are Mr. Fay’s verdicts on matters of controversy. But 
the book contains much besides. In an early chapter—which 
fits somewhat uncomfortably between the account of the passing 
of the Act of 1815 and the discussion of its results—the author 
reprints his valuable articles on the Miller and the Baker, the 
London Corn Market, the Averages, and Weights and Measures, 
which have appeared in this JouRNAL and elsewhere. He writes 
with enthusiasm of the imperial statesmanship of Huskisson, 
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makes an estimate of the reactions of British policy on opinions 
and events in Canada, traces the effects of the Corn Laws on the 
thought of economists, and brings out the affiliation between 
Henry George and the reformers of the forties. 

Mr. Fay is too much of a social philosopher to be bound by 
chronological order, and there is hardly a chapter that has not 
reference to the recent as well as to the more remote past. 
Edward III and Joseph Chamberlain, Adam Smith and Philip 
Snowden appear side by side on single pages. This habit of 
leaping the years, together with a certain obliquity of allusion, 
may disconcert those who ask for a plain story; but readers who 
like to see the features of the author behind a book, and those 
who have time to ponder on what at first seem inconsequences, 
will find Mr. Fay’s methods stimulating and diverting. The 
Preface seems to give promise of light from the past on the wheat 
policy of to-day, but we are left to kindle our own torches. We 
can dimly discern that Mr. Fay looks kindly on imperial reci- 
procity, but is aware of its cost; and that, while he believes in 
purposeful action by Government, he does not forget how often 
pure intention is caught in the toils of administration and twisted 
by vested interests to unforeseen ends. Already the Wheat Act 
of 1932 is offering new illustrations of processes described, but 
perhaps insufficiently emphasised, in these pages. 

T. S Aston 


International Wage Comparisons. New York: Social Science 
Research Council. (Manchester University Press. Price 
10s. 6d.) 


HERE is a wealth of material on one of those questions that 
are so easy to ask and so difficult to answer. How do wages in 
Great Britain compare with wages in Germany, France, Italy, 
and other countries? That is the British form of the question. 
But is it easy to ask? What is it precisely you want to know ? 
Do you mean, How does the lot of the foreign worker compare 
with the lot of the British worker? or do you mean, What is the 
difference between British and foreign wages from the standpoint 
of the employers’ power to compete in world markets? The 
two things are linked, but they are by no means the same. ‘This 
volume has no concern with wages from the competing employer’s 
standpoint. It has to do with what the workers of various 
countries get in return for their work; and that naturally com- 
prises two main elements—what they get in money and what 


the money will buy. What they get in money is difficult enough 
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of itself. For one thing, the data in regard to wages are every- 
where incomplete and nowhere comparable; for another, What 
is work? Are you to take account of the volume or value of 
the work for which the money is paid? You might try, but 
you will not succeed: perhaps for a specific article here and 
there, but not for industry generally: that can be abandoned 
from the outset as hopeless. Suppose, then, you confine it 
to payment for time. That is a little easier, but do you mean 
payment for an hour’s work, or do you mean the income received 
in respect of a year’s work, which will include spells of unem- 
ployment and under-employment? Better, for a start, to stick 
to the payment for one hour, which by a miraculous dispensation 
of Providence equals sixty minutes in every civilised country 
of the globe. But that means, of course, time rates of wages, 
and time rates are never quite the same thing as earnings, for 
there are supplementary payments, and there are piece-work 
and bonus systems; moreover, the official statistics of some 
countries are strong on earnings and weak on time rates, just as 
others are the reverse. In the upshot, you must take what you 
can get, and make the best of it. Then, having come to some 
sort of compromised medley of time rates and earnings, you 
have to find out what the several money incomes will buy in 
the way of working-class consumables. The prices of the staple 
foodstuffs are generally ascertainable, but, alas! the foods 
generally consumed in one country and in another vary widely. 
The French worker inclines to wine, coffee and veal, where the 
English worker fancies beer, tea and bacon! What is to be 
done about that? Are we to hypothecate a basic international 
“basket of commodities ” and price the contents of that basket 
in all countries alike, irrespective of whether its contents are 
anything like what is popularly consumed in Sweden or Southern 
Italy? Or are we to say, No, we will take the price in each 
country of the particular items of food or drink favoured in that 
country? Beware of the latter course, have no truck with it on 
peril of your statistical sanity, whether in food or clothing or 
housing, for it leads nowhere. Then we are left with the fantasy 
of a universal identical basic budget. So be it; that is the 
only way; though it can be made a little less repugnant to 
common sense by the ingenious device of regional budgets 
invented by the International Labour Office; or perhaps by that 
other device propounded by a Dutch statistician for comparing 
country A with its most semblable neighbour B, and B with its 
nearest neighbour C, and so on, making a highly arbitrary and 
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dubious chain. By this time the statistician realises, in case it 
had not already bitten deep into his flesh, that he is attempting 
something which is by its very nature impossible either of 
formulation or of attainment. Then why go on? Because the 
question is ever being asked, and will be asked, and if the statis- 
tician does not make a shot at some sort of answer, people 
innocent of knowledge of statistics will tell the world, with loud 
confidence as the exact truth, whatever they would like to be 
the truth. The statisticians may be wrong in their ultimate 
indices, but they are triumphantly less wrong than the im- 
passioned laymen. Rather knowledgeable ignorance than 
ignorant knowledge. It is easy for any accomplished statistician 
to snap at the heels of the Indices of International Real Wage 
Comparisons. It is an exciting and amusing diversion; especially 
for those who are never called upon, in the way of duty, to 
produce some sort of answer to the imperative question, How 
do wages in country A compare with those in country B? This 
is by implication a plea... . 

Some time in 1928 the Social Science Research Council of 
New York resolved to direct a portion of its energy and funds 
to the improvement of the science and art of International 
Wage Comparisons. As a preliminary, it promoted the estab- 
lishment of committees of statisticians in six of the principal 
industrial countries, each to be charged with the survey of the 
data for its own country. In January 1929 a conference of 
representatives of these committees was convened at Geneva, 
the International Labour Office providing facilities. Responsible 
officers of the International Labour Office, as well as official 
statisticians of one or two countries who were not formally 
members of their national committees, assisted at the delibera- 
tions. This conference differed in two ways from earlier con- 
ferences at the International Labour Office at which the subject 
of International Wage Comparisons had been explored ; first, 
it was unofficial; and, second, it included the users as well as the 
compilers of wage and cost-of-living statistics. Furnished with 
excellent documentation provided by the I.L.0. and by the 
national committees, this first conference made its survey, 
argued usefully vexed points of policy and procedure, and reached 
helpful conclusions on certain practical aspects of the collection 
and comparison of wage data, which took shape in recommen- 
dations that the I.L.0. should extend in specified directions the 
range of the data it had for many years past been systematically 


collecting. This first conference concerned itself, not entirely 
KK2 














482 THE ECONOMIC JOURNAL [SEPT. 





but very largely, with the wage element; leaving the cost-of- 
living side and the problem of combination of the two to a later 
conference. This second conference was convened, again at 
Geneva, in May 1930. It devoted itself to outlining in more 
detail the practical steps that might be taken to improve the 
materials and methods used in International Wage Comparisons. 
It further resolved that an effort should be made to bring together 
a representative group of wage and cost-of-living statistics in 
each country, with a view to showing what differences existed 
in their nature and what possibilities there were of improving 
uniformity. It was thought that this survey could best be 
carried out by one investigator acting in collaboration with 
representatives in the different countries. Mr. John Jewkes 
was invited to undertake this work; and to prepare a com- 
posite and comprehensive Report of all that had proceeded 
from the initiative of the Social Science Research Council of 
New York, including his own memorandum. This volume is 
the fruit, perhaps not easily edible, but certainly meaty and 
fortifying, of Mr. Jewkes’ compilatory and creative labours. 

The statistical world is under a great obligation to the Social 
Science Research Council, to all those who gave their energies 
to the work, and in a very particular degree to Mr. Henry Clay, 
to Mr. J. W. Nixon of the I.L.0O., and to Mr. John Jewkes. Here, 
within the compass of one reasonably manageable volume, is 
an introduction by Mr. Clay; the resolutions and recommenda- 
tions of the Conferences; the national reports on wages and 
hours of labour in respect of Canada, France, Germany, Italy, 
the United Kingdom, and the United States; memoranda pre- 
pared by Mr. Nixon and his department and presented by the 
I.L.0. for the information of the conferences; and a Report 
on the existing wage and cost-of-living statistics in each of the 
countries represented, prepared by Mr. Jewkes. 

And what does it all boil down to? A question not to be 
asked. A survey and a compendium of this kind do not boil 
down tu anything that can be ticked off in a happy phrase. 
The making of International Real Wage Comparisons is a matter 
of combining fidelity to philosophic and statistical principle, 
with unremittingly patient industry in searching out the sources 
of data, securing their regular supply, knowing all there is to 
be known of their virtues and failings, and combining the uncom- 
binable in the manner that best satisfies common sense. The 
conferences convened by the Social Science Research Council 
did not discover any new principle. That was not to be expected, 
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for years of study, questioning and exploration had already been 
given to the basic problem. What remained was to extend the 
range of the data and to improve point by point the detail of 
the work. To that excellent purpose the Social Science Research 
Council has made a notable contribution. And anyone who 
feels himself to be in any danger of being asked to supply, at a 
few hours’ notice, an answer. to the question, How do the wages 
in this country compare with the wages in that? had better 
have this volume on his shelves. It may not enable him to plump 
down a ready answer, but it will help him to give something 
better than a wild guess, and it will certainly help him to explain 


why the question is not as simple as it looks. 
Joun Hitton 


Soviet Economics. Ed. by Dr. GERHARD DoBBERT, Trans. from 
German by Matcotm CAMPBELL. (Bodley Head. 1933. 
Pp. 343. 8s. 6d.) ' 


In collecting the material for this book the purpose of the 
editor has been to provide ‘‘ a symposium which would enable a 
wide circle of readers to obtain as comprehensive and as objective 
information as possible about Soviet economics and so to form 
their own independent judgment on the matter.” In its final 
form the book is proof of the fact that where two opposed political, 
economic and social systems exist, an “ objective ”’ survey of the 
territory of the one from the psychological territory of the other 
is an impossibility, and those who can stand in a No Man’s Land 
between the two are uncommonly rare specimens of humanity. 

Only in this way can be explained the constant references to 
“Stalin ” and his “ clique ” which pervade the book, although 
quite irrelevant from the point of view of the student of economics ; 
the cynicism of some of the writers; and the lack of a sense of 
historical perspective which pervades most of the contributions. 
Only in one essay, out of a collection of thirteen, is anything like 
adequate stress given to the conditions prevailing under the 
Tsarist régime. It is clearly shown in this essay, which deals 
with housing, that conditions which at first sight may appear 
appalling from the Western middle-class standpoint are, in fact, at 
the same time illustrative of rapid progress. If only all the writers 
had made their historical comparisons clear, much unnecessary 

passing of purely subjective judgments would have been avoided. 

Before considering the essays in detail it should be said that 
the editing of this volume has not succeeded in producing at all an 
illuminating symposium. No contribution to clarity is made by 
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publishing diametrically opposed views, when neither writer 
shows convincing evidence to back his case. But such cases 
frequently crop up in this book, and the editor, instead of having 
cleared up the matters of disagreement before publication, or 
even in an editorial note, leaves them to confuse the reader. 
Thus, while one writer completely discredits Soviet statistics early 
on in the book, another uses them, with the cynical reference to 
the fact that they are “ official,” and yet another uses them 
without any qualification at all. At least one essay seriously 
attempting to estimate the value of the statistics should have been 
the basis for the book, and all the writers should have based their 
use of figures on the conclusions of this study. As things stand, 
one writer is discredited by another, but no overwhelming evidence 
is adduced by anyone. 

There are certain linguistic eccentricities which are likely to 
disturb the English reader. Such words as “ organisatorial ”’ for 
“ organisational,” “ agitatorial”’ for “‘ agitational,”’ and reference 
to the “ stable industries ”’ when “ staple industries ”’ is what is 
presumably meant, these are irritating faults in a book already of 
very uneven quality. Again, the Russian “ GUBERNIA”’ is 
translated into the French “ gouvernement,” for no apparent 
reason except that the translator did not like the conventional 
English method of writing ‘‘ GuBERNIa ”’ in italics or translating 
it literally into “ government.” 

Three essays in this volume stand out for clarity and their 
academic treatment of the subject. ‘‘ Planned Economy,” by 
W. H. Chamberlin, for a long time one of the most objective of the 
foreign correspondents in Moscow, gives quite a comprehensive 
account of planned economy, outlining both its aims and achieve- 
ments. On the other hand, the suggestion that “‘ the economic 
life of the individual ”’ has suffered more regulation than would 
“be accepted in most other countries,” shows an ignorance of the 
extent to which the working man’s life is regulated in every 
country in the world. This lack of perspective is visible in the 
work of all non-working-class correspondents, and always distorts 
the real emphasis of the various factors of Soviet life. 

“ State Finance,” by Dr. Dobbert, is a very able survey of the 
system of socialist finance, and brings out the essential differences 
of principle between socialist and capitalist state finance. Thus, 
under socialism “‘ it is merely a question of technical practicability 
whether it collects its resources from the earnings of the State 
industries by taxing them or by compelling them to loan money 
to the State. Likewise, in principle, it is all the same in what way 
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it takes purchasing power away from the populace, whether by 
direct action in the form of a tax imposition or indirectly in the 
form of a regulation of the prices of the collectivised production.” 
It should be noted, however, that Dr. Dobbert misses the point 
that under socialism the withdrawal of purchasing power through 
prices is, in fact, more direct than through taxation, since it is 
naturally carried out in the necessary State trading process, while 
taxation requires a special tax-collecting apparatus. If only each 
essay had attempted to establish a few basic principles in this way, 
however simply, the book would have been of far greater value 
than it is. 

The essay on “ Building and Housing,” by Hans Schmidt, a 
Swiss architect working in the U.S.S.R., is valuable because of the 
light it throws on the perspective in which it is essential to view 
Soviet phenomena. The inherited primitiveness of the U.S.S.R. 
is given due emphasis, and this throws due light on the progress 
which has been made. But this progress, compared with Germany 
and Austria, where raw materials already existed, is not large. 
Such a satisfactory treatment is refreshing after Dr. Saller’s 
contribution on “ Transportation,” which throws out the following 
statements :—‘‘ The cost of running the railroads in Russia is 
tremendous and not on a profitable basis.”” The question of what 
Is a profitable basis under socialism, one of the most fundamental 
questions of socialist economics, is never faced throughout the 
book. “The number of accidents that occur is enormous. The 
number has been increasing in an appalling fashion. In the year 
1929-30 it was about eleven times the corresponding figure for 
German railroads.”’ But we are not told how it compares with 
previous years in Russia, nor its relation to the increase in traffic, 
which are the relevant comparisons to be made. Dr. Saller in 
other places is equally weak in his comparisons, and thus in many 
of his conclusions. 

The contributions on “ Industry” and “ Agriculture,” by 
Nikolaus Basseches and Professor Otto Aulgagen respectively, are 
far too general in subject-matter to be satisfactory. The former 
contains some amazingly contradictory statements, including a 
completely false summary of the second Five-Year Plan, to the 
effect that it “‘ aims at a final objective which with regard to the 
production figures is scarcely in excess of that aimed at in the 
first Five-Year Plan.” As a matter of fact, the second plan aims 
at a minimum increase in production to twice or three times its 
existing level, with far greater increases in many branches of 
industry. The contribution dealing with agriculture is not 
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economic but political. No statement is made of the economic 
conditions which led to the necessity for collectivisation: the 
decline in the size of holdings due to primitive forms of land 
distribution and the increase in population, together with the fact 
that the only way in which a socialist State could help agriculture 
was by means of technical and mechanical assistance which could 
not be applied on a small scale. Further, we get no idea of the 
working of the new collective units of production, and the assump- 
tion underlying most of the essay, that the ‘‘ Commune ”’ is the 
chief form immediately envisaged for the collective agricultural 
unit, is inaccurate. 

“Money, Credit and Banking,” by Malcolm Campbell, and 
“ Organisation of Economic Life,” by Hans Jonas, give a partly 
historical and partly contemporary survey of Soviet tendencies, 
with an undercurrent of semi-political criticism. ‘‘ Captains of 
Soviet Industry,” by Professor Pépplemann, is a nice little chat 
about prominent individuals that has no place in a serious economic 
study, and H. R. Knickerbocker’s “ Foreign Trade ” wastes a 
great deal of space in exploring a comparison of the Soviet Union 
with Peru under the Incas. Mr. Knickerbocker makes the grave 
error of treating the Foreign Trade Monopoly of the U.S.S.R. as a 
purely incidental part of socialist organisation, based on certain 
particular factors in the situation. In fact, it is a fundamental 
part of any socialist system, and should be considered as such. 
Only in this way can it be adequately considered, on the basis of 
barter, and only then can an understanding be attained of Soviet 
foreign trade and price-fixing policy. 

In addition to the contributions already discussed there are a 
number of polemics of little value from the standpoint of the 
serious economist. Arthur W. Just, dealing with ‘‘ Economic 
News Reporting and the Economic Press,” first concludes that 
“no Bolshevik news whatever can be regarded as having objec- 
tive value,” and finally concludes that “‘ from the point of view of 
news gathering the conduct of economic affairs in the Soviet 
Union has ceased to be a closed book. The actual position can 
be envisaged in its broad outlines, and any failure of expert 
opinion to agree in its predictions is attributable solely to differ- 
ences in political outlook.” Since the available material is all 
“ Bolshevik news,”’ as the writer has been at pains to show, these 
statements appear to be not a little contradictory. But how 
appropriate would the second quotation have been as a preface to 
the whole symposium ! 

Dr. Wilhelm Roelinghoff in “ Internal Trade ” starts off by 
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stating that the foreign trade of the U.S.S.R. is primarily “ to 
convince the rest of the world that their State factories have 
outstripped the private factories of Europe and America.” This 
statement, completely unsubstantiated, is in striking contrast with 
H. R. Knickerbocker’s view that Soviet trade has always been 
based on economic and not political interests. ‘‘ Social Problems,” 
by Pietro Sessa, is an agglomeration of every odd and end of 
information that the author happened to select, and ‘ Foreign 
Technical Assistance,” by Georg Cleinow, attempts to interpret 
the employment of foreign technical assistance in a political way, 
thus entirely distorting its economic significance. 

It is amazing to-day what material can reach the public under 
the vague heading of ‘‘ Economics.” It is probably considerably 
exceeded by the amount of rubbish which reaches publication on 
the ground that it deals with the U.S.S.R. Soviet Economics is 
therefore a perfect field-day for the woolly-minded, and Dr. 
Dobbert has not excluded woolliness from his symposium. The 
very selection of subjects has, in fact, invited it, since such vague 
topics as “‘ Industry,” ‘‘ Organisation of Economic Life”? and 
“ Captains of Industry,” treated by different writers, are bound to 
overlap or to be subject to omissions which a more scientific study 
could have eliminated. For example, not a single writer in this 
book of Soviet economics has dealt with labour organisation, the 
fundamental basis of Soviet economics. In “ Social Problems ”’ 
the matter is touched on up to a point, but only as a departure 
from what are generally considered to come under the heading of 
‘* Social Problems ”’ in this country. 

The principles of socialist economics are yet to be explored. 
And they can only be expounded as a result of experience of 
socialist economic life. Adam Smith only laid the foundations of 
capitalist economic theory as a result of living in a growing 
capitalist economic system. The field of inquiry opened up by 
socialist economics requires entirely different assumptions on the 
part of the inquirer from those which he has inherited under 
capitalism. Academic economists are still too occupied with 
capitalist crisis to turn their attention to socialism; and Soviet 
economists are far too occupied in practical activity in the U.S.S.R. 
to develop abstract theories. Such matters as finance and 
currency control, price-fixing and wage-fixing, fixing the rate of 
profit, and the abolition of taxation are being discussed in the 
practice of everyday economic life in the U.S.S.R. to-day; only 
with experience will a new set of operating principles become clear. 

P. A. SLOAN 
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Credit Policies of the Federal Reserve System. By C. O. Harpy. 
(The Brookings Institution, Washington, D.C. 1932. Pp. 
xvi + 374.) 

The Federal Reserve System and the Control of Credit. By W. E. 

Spaur, Ph.D. (New York: The Macmillan Company. 

1931. Pp. xx + 138. 7s. 6d.) 


Mr. Harpy has produced a valuable book. He is partly 
engaged in retelling the old story, but he uses that story to test 
theories old and new. His treatment is always fresh and interest- 
ing; and his judgment is well-balanced and independent. There 
is no dead wood or padding. In analysing the various aspects of 
Federal Reserve policy, the problems he presents are real and 
important. He seems determined to take nothing on trust. He 
shuns panaceas and general doctrines. On the whole his attitude 
is sceptical. Yet just when he seems to have shown that credit 
policy is not likely to succeed outside a limited range of technical 
problems, his spirit floats up again on a wave of renewed hope 
and he urges further effort. The following sentence, which 
relates to the control of the business cycle, fairly indicates his 
attitude to Federal Reserve policy in general. ‘“‘ The economist 
can only say that further experimentation is probably worth while, 
but that the experience of the past does not create optimism.” 

It would not be true to say that Mr. Hardy is not lucid. His 
language expresses what he sees with complete clarity. And 
some things he sees very clearly. His vision is not obfuscated 
by the mists with which authority and tradition surround the 
practices they sanction. For instance, no activity of the Federal 
Reserve Banks is more sacrosanct than their unremitting support 
of the Acceptance market. While recognising that the accept- 
ance has some field of genuine usefulness, of the purpose for 
which it was primarily encouraged—that of making a fluid market 
for the inter-district movement of short-term funds—he writes : 
“It was not needed for that purpose and has not served that 
purpose.” 

It is in ultimate synthesis that Mr. Hardy does not achieve 
perfect lucidity. For example, in a number of places he indicates 
a preference for rediscounting as a method of credit provision 
compared with open-market operations. He thinks that the 
Federal Reserve Banks should have encouraged rediscounting 
more, and speaks of the “ unfortunate tradition ” against borrow- 
ing. To many the magnitude of rediscounting has appeared to 
be a source of weakness in the system; it takes the edge off the 
control which the Federal Reserve Banks can exert over monetary 
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conditions. When cxpansion is the order of the day, member 
banks can pay off their indebtedness; when contraction is the 
order, they can run further into debt. How much more powerful 
is the control of the Bank of England, dealing as it does with a 
market which cannot bear to be in debt for more than a few 
days? (Mr. Hardy is surely wrong in asserting (p. 32) that in 
these circumstances the discount rate counts for nothing.) For 
what prize is Mr. Hardy prepared to relinquish the greater control 
which a high proportion of open-market holdings to rediscounts 
undoubtedly gives ? 

This never becomes really clear. In a number of places he 
toys with the idea that discriminative treatment of member 
banks, designed to control the nature of their lending operations, 
would be of advantage. The reader may well be led to hope 
that the value of such discrimination will ultimately be explained, 
and to suppose that the high level of rediscounts is desired as a 
weapon for carrying out the discrimination. He is destined to 
disappointment. In the last Part Mr. Hardy lays down that the 
quantity of credit is a more important concern than quality. 
(Quantity can assuredly be governed most easily if rediscounts 
are low.) Nor will Mr. Hardy even allow the plain man’s belief 
to stand, that it is better that the member banks should lend as 
much as possible on self-liquidating paper and as little as possible 
against collateral security. “‘My predilections are strongly 
against the protection of the established way of doing this [self- 
liquidating loans] in the face of the competition of newer 
ways. ...” The small borrower should be protected (but his 
“ disadvantage is just as great if the banks stick closely to self- 
liquidating paper’’) ‘‘as a matter of social policy,’ but this 
must not be ‘camouflaged as an issue of ‘sound’ against 
‘unsound’ banking.” Nor does he advocate control of stock 
market operations. Why then this enthusiasm for a high level 
of rediscounting ? 

He has, it is true, one point to make against an extension 
of banking investments and security loans. He holds that it 
leads to an increase of savings-deposits. Those who would 
have held the securities carried directly or indirectly by the 
banks, maintain idle deposits for lack of better employment 
for their funds. Yet it does not follow that the Federal Reserve 
Banks could, by pressure on members wishing to rediscount, get 
them to extend a greater volume of credit for commercial pur- 
poses. If the member banks were debarred from extending 
investments and security loans, the additional credit just would 
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not come into existence. An effort to regulate quality in this 
direction would have an injurious effect on quantity. The hope 
of those who lay stress on quantity is that the idle funds will 
ultimately stimulate business by seekingemployment. Mr. Hardy 
offers no alternative means of providing a stimulant. 

In his central section (Part II) Mr. Hardy is highly sceptical 
of the possibility of price control and cycle control. He has 
some very interesting arguments on the inadequacy of each 
possible index-number of prices. But in the concluding section 
(Part IV) he accepts somewhat uncritically the theory of “ neutral 
money.” He holds that the objective should be a fall of prices in 
proportion to rising productivity rather than stable prices. He 
does not consider that the choice between these should be affected 
by the degree to which factors of production are effectively 
exerting pressure to secure a rise in their level of money rewards. 
He is to be praised, however, for pointing out that even the 
doctrine of neutral money may entail an expansion of credit in 
times of depression. ‘It is a neutral rather than an inflationary 
peticy for central banks to expand credit enough to offset the 
withdrawal from active circulation of funds which are tied up in 
the expanded ‘savings’ deposits. The difficulty is ... that 
the new supply does not necessarily replace what has been with- 
drawn from active use; it may simply augment the inactive 
hoards of cash and bank balances.” 

Two of the most notable chapters are those which analyse the 
Federal Reserve policy of 1928-29 in combatting the stock market 
boom. The only point of importance omitted in the narrative is 
that the industrial recession began some months before the stock 
market crash. Mr. Hardy reaches the conclusion that the 
Federal Reserve System should have adhered to its previous plan 
of taking cognisance only of commodity production, prices and 
inventories, and should have allowed the inflation of stock 
prices to rip. He is not convinced that either the rate policy or 
the moral pressure policy was proved inadequate to break the 
boom, since neither was given a completely fair trial. But the 
whole policy of attempting to break the boom was in his judgment 
misconceived. He hardly does justice to the opposite point of 
view. A severe break in stock prices is bound to react unfavour- 
ably on the demand for consumable goods. Is not the system, 
then, justified in looking ahead to avert a situation which will 
react seriously on its primary task of maintaining sound business 
conditions? One cannot feel that Mr. Hardy has said the last 
word on this. 
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Apart from the fight with the stock market, Mr. Hardy 
acquits the Federal Reserve Banks of serious error in the period 
before 1929. They did not expand as much as they should have 
done from one point of view, and they expanded more than they 
should have from another. Human reason and economic science 
are not yet adequate to determine action precisely. They can 
only lay down margins outside ‘which it would be unreasonable 
to go, and the Federal Reserve policy kept within these margins. 
It is difficult not to agree with Mr. Hardy in this sensible con- 
clusion. He has one criticism, however, which he states in two 
places, namely, that the system should have paid greater atten- 
tion than it did to gold movements after 1925. But he does not 
adduce any cogent reasons for this view. 

And what of the period after 1929? Mr. Hardy seems to 
take all that followed as a decree of fate. At least he ceases to 
apply his critical apparatus to it. May it not be maintained 
that the great and tragic error was the inertia displayed by the 
system in the face of the gathering depression in 1930? ‘The 
immediate aftermath of the crash was well handled. Credit was 
pumped in; liquidation was kept within reasonable limits. The 
Banks rested content with this success. They did not attempt 
more drastic action. What of commodity prices, of inventories, 
of production during 1930? The recession was far greater than 
those of 1924 and 1927. Did it not call for reverse operations of 
proportional magnitude? Yet these were not adopted. The 
system seemed spellbound in the face of disasters. And so does 
Mr. Hardy. At least he ventures no comment. 

These are but a few of Mr. Hardy’s topics. ‘The book is 
replete with fascinating discussions; adequate comment would 
require as long a volume. 

Dr. Spahr’s The Federal Reserve System and the Control of 
Credit is by contrast a delightfully simple-minded little book. 
He holds it to be important that the public should understand 
the issues involved in central banking policy, and he tries to 
explain those issues in easy terms. The Federal Reserve System 
has been praised by foreign economists for the amount of publicity 
it vouchsafes; Dr. Spahr would have even more. Let the Board 
issue full, frank and frequent statements of its motives and, 
where motives conflict, lay bare the conflict for public inspection 
and discussion. 

Dr. Spahr’s treatment of price stabilisation is illuminating. 
He accepts this principle as fundamental and perhaps overstates 
the extent to which it has been generally accepted by banking 
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authorities. But there is an important limitation. If reserves 
are large and growing, stabilisation should be sought and inflation 
eschewed; but if there is a tendency towards a loss of gold, the 
need for security has priority and credit must be restricted. 
What could be simpler! Perhaps this easy common-sense view 
reveals more than we can glean by the application of the most 
complicated analytical and statistical technique. What happens 
when the result is generalised? Countries receiving gold are not 
to inflate, but those losing it are to deflate. This seems to be 
very much what happens. No wonder that we have world 
deflation and maldistribution of gold. 

There does not appear to be much connection between the 
book and the polemic against spending in Mr. Simonds’ covering 


introduction. 
R. F. Harrop 


The Bank for International Settlements at Work. By E. L. DuLiEs, 
Ph.D. (New York: The Macmillan Company. 1932. Pp. 
631. 25s.) 


Dr. DULLEs in her very thorough and painstaking book on 
the Bank for International Settlements has brought together a 
mass of material with regard to its formation and development. 
It contains indeed so much material that it is impossible to make 
any attempt to summarise its contents; all that a reviewer can 
do is to give a general survey of the characteristics of the book 
as a whole. 

As far as the collating of facts is concerned there is little that 
is open to criticism. The weakness of the book lies rather in its 
lack of any special emphasis on salient points. There is so little 
stressing of any one feature more than another that no clear-cut 
picture emerges from the wealth of detail. Dr. Dulles is also 
curiously reluctant to express opinions on controversial questions 
or even sometimes to expound the opinions of others. Thus 
(p. 121), she refers to the fact that some authorities wished to see 
the Bank extend credit for the benefit of commerce, whilst others 
considered it should limit its activities to the more definitely 
monetary field, but there is no consideration of the pros and cons 
of the two points of view on this very crucial question, merely a 
statement that “ there was no complete solution of the problem.” 
Such omissions, of which other examples could be quoted, make 
it difficult to build up any vivid image of the Bank as a living 
organism, or to appraise rightly its value to the world economy. 
When Dr. Dulles does venture on a tentative conclusion of her 
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own on arguable points she is somewhat apt to state that con- 
clusion without the arguments or facts on which it is based. 
For example, referring to the events of 1931, “it is true,” she 
writes (p. 194), “that it (i.e. the B.I.S.) had not sufficient 
resources to stimulate inflation even in the smaller countries. 
Nevertheless, it is conceivable that during the early part of 1931 
it could have made some efforts to act as intermediary or to 
develop a programme to halt deflation. This it did not do.” 
There is here no discussion of how far or by what means the 
Bank could have helped to stem deflation, merely the naked 
announcement of the possibility. Perhaps the author would 
contend that discussions of what might be are out of place in a 
chronicle of fact, but as a result the book is far less stimulating 
to thought than it might otherwise be. On the other hand, 
there is so much information here that is not readily accessible 
elsewhere that anyone wishing to study some aspect of the 
activities of the B.I.S. will find this book an essential part~of his 
outfit. W. A. ELKIN 


Monetary Policy and the Depression. A first report on Inter- 
national Monetary Problems by a group of the Royal 
Institute of International Affairs. Oxford University Press. 
(London: Humphrey Milford. 1933. Pp. xii + 128. 
7s. 6d.) 


CuatHamM House has produced another useful volume on 
monetary problems. It appears under the auspices of a committee 
of distinguished men. Unlike the last volume, it takes the form 
of a continuous report, in which individual views have been sorted 
out and synthesised. It is written in language which should be 
intelligible both to academic experts and to men of affairs. It 
is supplemented by a chronology of the world crisis and a com- 
pendium of exchange restrictions in various countries. 

Beginning with a brief description of recent economic develop- 
ments and of the characteristic phenomena of a depression, it 
proceeds to set out certain types of view that are held by intelligent 
people about remedial measures national and international. The 
limits within which there is general agreement are recorded; in 
the field of controversy the committee does not attempt to reach 
a final view of its own. More is promised in a subsequent volume. 

In a chapter entitled “ Measures against Depression: the 
Theoretical Setting,” three views are expounded, the monetary 
view, the structural view, and a middle view. The section on the 
monetary view is plain sailing. It is not easy to extract much 
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from the section on the structural view. This is perhaps because 
the draftsman, of whose ability the report bears striking evidence 
throughout, was endeavouring to summarise opinions, which 
have not themselves reached a sufficient degree of coherence or 
intelligibility to admit of summary. It must not be inferred that 
the monetary view can claim sole possession of the field. Views 
as to the causes of depression in general, and this depression in 
particular, are too multifarious to be surveyed comprehensively 
in this volume. It is probable that the “ structural view ” was 
chosen because its exponents would be more inclined than those 
of other views to challenge the recipes put forward by the 
monetary school. 

This clearly written and workmanlike survey is refreshing 
reading and whets our appetite for more. 


Christ Church, R. F. Harrop 
Oxford. 


Le Controle du Crédit a Court Terme par la Banque d Angleterre. 
By Cuarues H&risson. (Paris: Librairie du Recueil Sirey. 
1932. Pp. 462.) 


CENTRAL banks are constantly faced with the problem of 
securing the best compromise between interna] and external 
stability of money, and the result largely depends upon the extent 
of international monetary co-operation. The control of money 
values and of credit is an important instrument of national 
economic conservation and there is danger that it may become 
the chief weapon in international competition. How this may be 
avoided is now a question of political and economic statesman- 
ship, and research into the objects and methods of the central 
banks of various countries is valuable in removing misunder- 
standings and in facilitating co-operation. 

Dr. Hérisson’s book is specially useful in interpreting to 
French readers the Bank of England’s short-term credit policy. 
British students will be mainly interested in the opinions of a 
French economist about this policy and in the comparisons drawn 
with that of the Bank of France and of the United States Federal 
Reserve System. The information given in the account of the 
Bank of England’s policy is well known to British students of 
monetary problems, the data being drawn from the Macmillan 
Report and from the works of recognised authorities. 

The book is, however, not merely a review of the Bank of 
England’s policy. It deals more generally with the objects and 
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methods of central bank control of short-term credit in relation 
to the gold standard, illustrated by the Bank of England’s policy 
in recent years. Dr. Hérrisson indeed states his object to be 
an examination of the problems, difficulties and limits of credit 
control for the purpose of increasing the stability of economic 
life, and he considers that the Bank of England has more power 
of credit control and has intervened more actively than any other 
central bank. 

The first part of the book is mainly descriptive of the British 
banking system and money market. Part II is a clear and 
logical review of methods of controlling the supply of and demand 
for short-term credit. It includes a discussion of the problem of 
qualitative contro] and an account of methods of co-operation 
between the Bank of England and the joint stock banks, the 
money market, the Treasury, and the central banks of other 
countries. : z 

Dr. Heérisson deals mainly with the situation before the 
British suspension of the gold standard. He is of the opinion 
that in view of the enormous short-term obligations abroad the 
resources of the Bank of England especially in recent years have 
been too small, that the elasticity in the note issue allowed by 
Section VIII of the Currency and Bank Notes Act of 1928 is 
inadequate, and that in consequence a small foreign drain reacts 
very unfavourably on the internal credit situation. In expressing 
this opinion insufficient allowance is made for the abnormal 
conditions of recent years, with exceptional difficulties in utilising 
short and long-term assets frozen abroad; a reserve adequate in 
most circumstances would be insufficient in a period of ‘‘ economic 
blizzard.”” Many will, however, agree with the opinion, which 
he accepts, that it has been a disadvantage to have a large part 
of the gold reserve immobilised because of the system of gold 
cover for the note issue. But he admits that the British difficul- 
ties would have been increased if the Bank of England had been 
bound by the proportionate system in force in France and other 
countries, and he favours the abandonment of any fixed relation 
between the gold reserve and note issue. 

There is an interesting and well-documented discussion of 
open-market operations for controlling credit supply, increasing 
the effectiveness of the Bank Rate, avoiding changes in the Bank 
Rate, and neutralising import or export of gold. Dr. Hérisson 
considers that the Bank of England has shown great judgment in 
its use of open-market operations for securing stability of credit 
conditions. He compares this with the United States Federal 
No. 171.—vo.L. XLII. LL 
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Reserve System, which a few years ago by open-market purchases 
provided more funds than industry and trade could utilise, 
thus contributing to excessive stock exchange speculation, and 
with the Bank of France, which regards open-market operations 
as an undesirable interference with the money market. Dr. 
Hérisson considers that British experience shows open-market 
operations to be a valuable supplement to variations of the 
official rate for counteracting inflation or deflation. 

Control of the demand for credit is much less effective than 
control of supply, whether in England or in other countries. In 
Dr. Hérisson’s view it is more difficult to stimulate expansion of 
credit than to check over-expansion, but he does not discuss the 
argument that if expansion were effectively controlled, depression 
« would be less serious. He expresses the opinion that it is largely 
by under-estimating the difficulties of regulating the volume of 
active credit, especially in times of depression, that advocates of 
managed money have exaggerated the powers of the banks to 
control the rhythm of economic activity. 

In discussing the question of co-operation between the Bank 
of England and the joint stock banks the author tends to over- 
emphasise the effects of absence of systematic consultation about 
monetary policy, though he admits that the joint stock banks 
generally avoid action which would embarrass the Bank of 
England. He advocates that the Bank of England should 
publish an annual report and should take the public into its 
confidence by making statements on the broad lines of its policy, 
with a view to securing the co-operation of the business com- 
munity. However, while not wishing to support the “‘ mystery ” 
worship of high monetary policy, it may be doubted whether such 
statements would add much to what leaders in the business com- 
munity are able to infer directly from the course of events. 

In outlining the chief features of the spasmodic co-operation 
between the central banks of different countries Dr. Hérisson 
claims that Great Britain has been one of the chief beneficiaries. 
On the question of the accumulation of gold by France during 
recent years he argues that this was not the result of any deliberate 
policy by the Bank of France. He agrees that in preserving a 
passive attitude the Bank of France failed to offer constructive 
co-operation, and admits that the small volume of foreign lending 
by France and the organisation and methods of the French money 
market may be open to criticism. He, however, denies the charge 
sometimes made that the Bank of France has pursued policies 
hostile to British monetary interests in order to put pressure on 
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Great Britain to support France in internationa] politics, but 
agrees that the extent of co-operation between central banks is 
largely conditioned by the state of political relations between 
the countries concerned. 

In an interesting discussion about the objects of the Bank of 
England’s policy Dr. Hérisson considers that in recent years the 
Bank has seemed to hesitate between the pre-war purpose of 
preserving exchange parity and the new ideas of monetary 
management. Force of circumstances, he thinks, rather than 
deliberate purpose has resulted in deviation from the traditional 
objective. Since 1925 the Bank has endeavoured to maintain 
stable credit conditions and a low Bank Rate, as desired by 
industry and trade, the money market, and the Treasury, and 
gold movements have been a less important index than in pre-war 
days. Dr. Heérisson is satisfied that during the difficulties of 
1929-31 the Bank endeavoured to retain the gold standard, but 
showed more solicitude for the needs of industry than for main- 
taining exchange parity. Against this contention, however, it 
may be argued that, taking a long view, the best way of protecting 
the exchanges is to strengthen the position of industry. On the 
whole, he considers that for five or six years after the return to the 
gold standard in 1925 the Bank had well performed its task of 
reconciling stability of the exchanges with meeting the needs of 
industry and of the money market, though it had not ventured on 
the road advocated by many monetary reformers of maintaining 
stability of commodity prices. 

Dr. Hérisson considers that the Bank Rate was kept too low 
during the summer of 1931, at 24 per cent. until July 22nd and 
only 44 per cent. when the gold standard was suspended. He 
would have raised the rate to 60reven 9 percent. ‘‘ Great Britain 
was forced to suspend the gold standard largely because of the 
desire to adhere too rigidly to a policy of unduly easy credit. 
The rigid and blind adherence to any one monetary policy is 
unsatisfactory. There should be elasticity and a willingness to 
depart on occasion from principles which are appropriate enough 
in normal times.”’ But it is very doubtful whether in the cireum- 
stances of 1931 the raising of the Bank Rate to a much higher level 
would have been effective in stopping the foreign drain. Indeed 
in an earlier part of his book Dr. Hérisson envisages conditions 
under which the raising of the Bank Rate might be powerless 
to prevent the withdrawal of short-term balances if they were 
urgently needed abroad or if psychological conditions were 


strained by extreme lack of confidence. 
LL2 











498 THE ECONOMIC JOURNAL [SEPT. 





In a concluding section Dr. Hérisson refers to the abandon- 
ment of non-intervention by the Bank of England as a most 
important innovation, which contrasts sharply with the policy 
of the Bank of France. A summary is given of conditions which 
would permit of the most effective control of credit. 'The book 
is completed by a useful bibliography, and appendices giving 
British banking statistics. 


J. Henry RICHARDSON 


International Trade. By Barrett WuaLe. (Home University 
Library, 1932. Pp. 254. 2s. 6d. net.) 


Tuts book offers a gate to a wide field of interest, theoretical 
and practical. A brief but adequate account of the manner in 
which payments are made across national frontiers is followed 
by a discussion of the transactions out of which these arise. The 
Balance of Payments theory of the foreign exchanges, as usually 
expressed, is shown to be either meaningless or inadequate 
according as changes in short-term indebtedness are, or are not, 
included in the Balance; but, re-stated so as to bring it into line 
with the general theory of value, it is made the starting-point 
from which the theory of normal equilibrium is approached. 
Unlike many writers, Dr. Whale never allows the reader to 
imagine that the value of a free currency is determined by a set 
of forces separate from those operating on the value of a gold- 
standard currency; and the doctrine of purchasing power parity 
is interpreted broadly so as to cover not only the adjustment 
of exchange rates to given price-levels, but also that of prices 
to given rates of exchange. The chief propositions in the argu- 
ment have already been laid down in the writings of Cassel, 
Taussig, and Viner; but it is not too much to say that nowhere 
have they been presented with such clarity or such economy of 
words as in these pages. 

In treating of the effects of movements of the exchanges Dr. 
Whale urges that, generally, a considerable degree of elasticity 
in the demand for foreign products may be postulated and that, 
therefore, a gradual fall in the rate of exchange may be expected 
to restore equilibrium in the balance of payments. But he 
suggests that a sudden drop in the exchange rates may fail to 
evoke an immediate response in increased exports or decreased 
imports, and that the fall may thus become continuous. He 
might have reinforced his argument by adding that if the 
sudden fall gives rise to the expectation of a further fall, its 
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effect may be to stimulate movements of trade and capital in a 
direction hostile to a return to equilibrium, in which case the fall 
will be self-inflammatory. The difficult problem of one-sided 
transfers is dealt with in an illuminating manner. Following Pro- 
fessor Ohlin, Mr. Whale distinguishes the primary change in in- 
come resulting from the financial transaction from the secondary 
change which must take place if this transfer of income is not 
reflected in an equal change in the balance of trade. But, while 
he emphasises the probability of a further monetary adjustment, 
it is to be regretted that he did not spare a few pages to discuss 
(on the lines of Professor Angell or Miss Kock, for example) the 
mechanism by which the changes in money income may be 
effected. It is to be regretted, not only because there are still 
obscurities to be dispersed, but also because most of the readers 
of a volume in this series will not be professional economists, and 
the plain man is apt to remain unconvinced, even in face of a 
logic so firm as Mr. Whale’s, if the reason why a thing must 
happen is not supported by an explanation of how it must, or 
may, come about. 

A searching criticism of the Ricardian theory of international 
trade leads to a rejection of the doctrine of comparative costs, 
but leaves comparative values still in the field. Mr. Whale 
contends that it is sufficient to say that goods will be produced 
where the necessary factors are least scarce—a principle the 
acceptance of which, he shows, destroys the fear that specialisa- 
tion in “ decreasing return ” industries may be disadvantageous 
to the nation concerned. 

The second half of the volume is occupied with problems of 
tariffs and commercial treaties. It contains penetrating observa- 
tions on the relative merits of the conditional and unconditional 
forms of the Most-Favoured-Nation clause; and a distinction 
between “ aggressive ’’ and “ conciliatory ” tariff bargains forms 
a useful addition to terminology. Mr. Whale debates the problem 
of the relation between economic progress and the volume of 
foreign trade, and concludes that, since the movement of com- 
modities may be regarded as an alternative to the movement of 
factors of production, recent restrictions on the migration of 
labour and capital make it more vital than ever that trade should 
be free to expand. The book as a whole is the product of an 
acute mind and a mature judgment: it is at once an able summary 
of the best recent thought on international trade and an original 
contribution to that thought. 

T, S. AsHton 
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The Industrial Discipline and the Governmental Arts. By ReEx- 
FORD G. TuGwWELL, Professor of Economics, Columbia 
University. (Columbia University Press, 1933. Pp. 241.) 


A PHILOSOPHICAL work on government and economics, written 
by a distinguished economist, is interesting in itself. But it 
takes on special interest when the economist is also Assistant 
Secretary of Agriculture in the United States Government and 
a member of the so-called “ brain trust,” that little group of 
college professors which is so vitally influential in the Roosevelt 
Administration. 

The book was largely, if not entirely, written before its author 
took public office, and can in no way be taken as an official 
pronouncement from Washington. However, Professor Tugwell 
is high in Government counsels, his influence is far-reaching, and 
his advice is certain to be respected. It is of unusual interest, 
therefore, to receive from his hands a volume explaining that 
economic philosophy which will underlie his influence and _ his 
advice. Although written by an academic economist, it is having 
a deserved popularity among the American laymen, and should 
prove to be of great significance to English economists, statesmen, 
and business men. 

The underlying philosophy of Dr. Tugwell’s book is suggested 
in the following quotation (p. 7): “I believe, myself, that we 
are within a stone’s throw of the end of labour—as labour, not 
as willing and co-operative activity. We know how to make 
machines do nearly everything. Only defective social mechanisms 
prevent the consummation of the trend toward the abolition of 
employment.” 

His appeal for “the abolition of employment” is rather 
startling, especially in these days, when we are devoting so much 
thought and effort to the discouraging attempts to provide 
adequate employment for all. But Dr. Tugwell is going behind 
the expediencies of the present, and is seeking to present a new 
economic philosophy. He calls attention to the “new edu- 
cation,” 7.e. that system of schooling which depends upon the 
stimulation of interest and voluntary effort, and which permits 
naturally constructive inclinations to be effectively pursued. 
Such educational freedom he commends. But: ‘‘ Does anyone 
imagine for an instant that such education and our customary 
factory work belong in the same world together?”’ Obviously 
not. In order that our economic lives might be led in a fashion 
more in accordance with our educational theory, Dr. Tugwell 
urges the greater development of machine technology. He hopes 
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that ultimately all labour suited to mechanisation might be 
performed by machines, leaving man free to do that which only 
man can do: think. 

In order to accomplish this end, we must have a free flow of 
goods and services. We must not be burdened with recurring 
trade depressions, with the constant waste involved in competition, 
with the stultifying of the brain-power of the masses of men. We 
must positively encourage the serialisation of industrial processes 
(the “‘ assembly line ’’) and the avoidance of unnecessary human 
labour. We must control the allocation of capital funds and the 
prices of goods in the market. In short, we must break down the 
traditional anarchy existing in the industrial structure and must 
recognise that laissez-faire is long since dead. 

But Dr. Tugwell carefully avoids the preaching of socialism. 
Ultimately, perhaps, he is closely akin to the socialists, but for 
the present he calls himself a “liberal,” and retains in his system 
the private ownership of property. Although he mvests-~Govern- 
ment with extensive control over industry, a large part of this 
function seems to be to assure the continuity of profit. The 
machinery for this control is suggested by factors of the present 
environment, as follows. 

Industry’s ability to produce has already been adequately 
demonstrated by experience. Scientific organisation and de- 
velopment, conducted within industries or concerns, have borne 
abundant fruit. But between different industries or concerns 
there is almost anarchy, with the result that some are under- 
developed, while others are over-developed. The gains made in 
technical progress within one industry are offset by the com- 
petitive practices of another. And periodically, due chiefly 
to our economic anarchy, the business cycle reduces much of our 
vaunted progress to dust. 

But such ability as industry has demonstrated is to be made 
use of, according to Dr. Tugwell’s suggestion, by a system of 
democratic co-ordination. He proposes that all of the concerns 
within an industry be formed into an “association.” These 
cartellised industries, then, are to be largely self-governing, but 
subjected to specific control by some powerful national agency, 
or Board. Representatives of the industries themselves, and of 
the labourers employed therein, are to participate, with public 
officials, in this control. This democratic dictatorship is to 
allocate capital funds, supervise working conditions, and, when 
necessary, fix wages and prices. 

That Dr. Tugwell’s plan is in close harmony with President 
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Roosevelt’s policy is evident by a consideration of the Industrial 
Control (National Recovery) Act, which became law in the 
United States on June 16, 1933. But as to whether or not the 
ultimate philosophy of the Administration is in accord with Dr. 
Tugwell’s neo-socialism, only time can tell. The Tugwell plan, 
like the President’s, is subject to the criticism that too much 
depends upon personnel. With the return of easier economic 
conditions, will the national Board become a mere political play- 
thing? Or, even worse, will it become the tool of unscrupulous 
capitalists? This danger is inherent in both plans. 

But to Dr. Tugwell, such a miscarriage of detail would not be 
calamitous, provided always that the ultimate goal of a new 
economic order and the “industrial discipline’ were kept in 
mind. Liberalism requires experimenting, and perhaps the 
“Industrial discipline,” after much trial and error, will result in 
an economic society motivated by service rather than by 
profit. 

This is a book which most readers, although disagreeing with 
many of its contentions, will find to be unusually inspiring. Dr. 
Tugwell writes remarkably well, and his reasoning is logical and 
lucid. He never loses sight of his philosophy, and yet he is not 
above paying close attention to practical details. The chief 
interest of his book, however, lies in the bold sweep of his com- 
prehension and in his prophetic genius which, it seems, explains 
to us that new doctrine which is already dispossessing laissez-faire. 

Witi1AM S. Hopkins 
Stanford University, 
California, U.S.A. 


American Business Leaders. By ¥. W.'Taussie and C.8. Jostyn. 
(New York: The Macmillan Company. 1932. Pp. 319. 
18s.) 


Tuis is a carefully planned and skilfully executed inquiry 
into the social origins of American business leaders. The object 
was, first, to determine the contributions made by the several 
social classes to business leadership, taking into account the 
proportions of the different classes in the employed population 
at large, and second, to throw light on the question whether 
the disparities that are found to exist are to be attributed mainly 
to inborn variations in ability or equipment, or to differences in 
environmental opportunity. Business leaders are defined as 
persons occupying a major position in a business of such size as 
to be of more than local importance in its field. The data were 
























1933] TAUSSIG AND JOSLYN: AMERICAN BUSINESS LEADERS 503 


obtained by means of a questionnaire circulated to about fifteen 
thousand individuals, selected, in accordance with this definition, 
from Poor’s Register of Directors. Replies were received from 
nearly nine thousand persons, or roughly 58 per cent. The 
questions were designed to elicit objective information about the 
respondents’ present status, the size of the business, the principal 
occupations of their fathers and paternal grandfathers. The 
environmental factors considered were the extent of formal 
education and business training, financial aid in the early stages 
and influential connections. The data thus obtained were care- 
fully tabulated on the basis of the geographic distribution of the 
sample, the size of the business, of which five grades are dis- 
tinguished, ranging from a gross income of $500,000 to $5,000,000, 
and age and time factors were taken into account. 

The main conclusions relating to the first part of the inquiry 
are these. More than half, or 56-7 per cent., of the present 
generation of American leaders are sons of business owners or 
business executives. Not more than 12 per cent. had fathers 
who were farmers, and only about 10 per cent. had fathers who 
were manual labourers. The professional classes contribute 
about 12 per cent. The proportion of farmers’ sons who are 
leaders shows a tendency to decrease, a fact no doubt due to 
the decline in the ratio of farmers to the general population. 
On the other hand, the proportion of business men’s sons is 
increasing, and it is held as probable that by the middle of the 
century two-thirds of the successful business men will be re- 
cruited from the sons of business owners or executives. It is 
even more striking to note that about 30 per cent. of the business 
leaders of the present generation are the sons of “‘ big” business 
men, that is, men occupying major posts, or large owners, and 
that there is reason to believe that the proportion of leaders so 
recruited is increasing. About 45 per cent. are owners or execu- 
tives in the same business concerns as those in which their fathers 
were owners or executives. The leaders of business do not 
constitute a strictly inbreeding caste, but the representation of 
the well-to-do classes is increasing rapidly, and at the present 
rate of increase they are soon likely to become the dominant 
element. 

The contributions made by the different occupational classes 
are very unequal. The labouring classes constitute about 45 
per cent. of the employed population, but their share in leader- 
ship is only slightly more than 10 per cent. The business and 
professional classes, which constitute about 10 per cent. of the 
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employed population, contribute no less than 70 per cent. The 
authors compare their results with those obtained by inquiries 
in Europe and America into the social origins of distinguished 
men in various walks of life, but their discussion of these is slight 
and they are, I think, somewhat uncritical in handling them. 
They note, in particular, a striking agreement between their 
findings and those of Prof. Visher in his study of the origins of 
men of distinction included in the American Who’s Who. Prof. 
Visher found that nearly 70 per cent. of men of superior talent 
in the arts and sciences were sons of professional or business men, 
while the working classes contributed about 6 per cent. 

In dealing with the second part of their problem our authors 
on the whole favour the view that the differences in the pro- 
ductivity of the several social classes are not explicable by such 
differences in environmental factors as they have been able to 
study, or, more positively, that they are due primarily to differ- 
ences in native ability. The arguments which they adduce are 
numerous and complex, and though none is claimed to be decisive 
by itself, they think that taken together they strongly support 
the theory of genetic differences. They can here be only very 
summarily indicated. (i) The proportion of labourers’ sons is 
not markedly larger, as would be expected on the environmental 
view, in the higher ranks of business where conditions of entry 
are in America not obviously unequal, than in the professions 
where differences in educational opportunity must seriously 
handicap the sons of workers. (ii) Only about 12 per cent. of 
the respondents stated that they had received substantial financial 
aid during the early stages of their careers, and only 30 per cent. 
that they had had influential connections, in the sense of friends 
or relatives who were owners or executives in their first or present 
business. (iii) It does not appear that the more successful among 
them were more favoured in this way than the less successful. 
The proportions of labourers’ sons in each of the grades or sizes 
of business distinguished are not markedly different from the 
proportions found among the sons of the well-to-do. There is 
no close relation between these environmental conditions and 
distribution according to grade. (iv) Leaders of lower-class 
origin do not appear to have taken a longer time to reach their 
positions in the various grades than those who came from more 
favoured classes. (v) There is a clear correlation between degree 
of schooling and business achievement, but our authors are 
inclined to attribute this correlation for the most part to the 
selective influence of the educational system, that is, they regard 








2. 2 Uk eee oe foe. ee ee 








r Oo = 


SS &¢ @ © 


a= Oo 








1933] TAUSSIG AND JOSLYN: AMERICAN BUSINESS LEADERS 505 


success in business and superior educational attainments as the 
common results of inborn ability. There appears to be no relation 
between formal business training and degree of success in business, 
except that such training does seem to have some influence on 
the time taken to reach a given position. 

The facts brought to light in this inquiry are clearly of great 
value and interest, especially when compared with what is known 
of the occupational stratification of other countries. On the 
other hand, the conclusions regarding the causal agencies involved 
must be received with caution. The limitations of the inquiry 
must be borne in mind. The authors were rightly anxious to 
avoid subjective and unverifiable factors, but the ‘“ imponder- 
ables,’ as they call them, do not lose their importance merely 
because no methods are at present available for dealing with 
them. Consider, as an example, their study of “ influential 
connections.” This term is restricted for the purposes of the 
questionnaire to friends or relatives interested as owners or execu- 
tives in the business of the respondent, and deliberately excludes 
the less direct but none the less extremely important influences of 
wider social contacts and opportunities open to the children of 
the well-to-do. More serious misgivings suggest themselves 
when we remember that only very obvious environmental factors 
have here been taken into consideration. Our authors make no 
attempt to study the mental qualities necessary for success in 
business, or to estimate the relative importance of ability, whether 
general or specific, and traits of temperament and character. 
Such qualities as energy, assertiveness, persistence, singleness 
of purpose, ambition, the desire for power and the like are probably 
at least as important as ability. But we possess very little 
knowledge of the degree to which these characteristics are deter- 
mined by heredity, or of the extent to which they are moulded 
by variations in the environment, particularly in early childhood. 
The technique required for disentangling genetic from environ- 
mental factors is only in its initial stages, and has so far proved 
too crude for any but the most superficial analysis. A study 
such as that made in the work before us, compelled as it is to 
confine itself to gross differences in the environment, and com- 
pletely ignoring psychological and genetic analysis, cannot, it 
seems to me, hope to establish any reliable conclusions in a 
matter so intricate and complex as the share of genetic differ- 
ences in social stratification. Sociology and genetic psychology 
must here join forces if any real progress is to be made. 
Morris GINSBERG 
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Theory of Location of Industries. By A. WEBER. English 
Edition, with Introduction and Notes by C. J. Friedrich. 
(Chicago University Press, 1929. Pp. 256, 13s. 6d.) 


THE translation of this well-known book is to be welcomed, 
since English economists have produced no comprehensive work 
on the location of industries, although, at first sight, this appears 
to be a subject highly susceptible to scientific and theoretical 
treatment. Weber, in this volume, is concerned with a theoretical 
analysis of the forces making for the geographical distribution 
of industry in what he describes as a “ pure’ economy. These 
forces he classifies into the two “ general regional factors ” of 
transport costs and labour costs and the “ specific’? factors of 
“‘ agglomeration,’ which comes very near to our more commonly 
used ‘‘ external economies,” and “ deglomeration,’”’ which appears 
to mean the increased rental of land arising from industrial 
concentration. Within this framework he is able to weave a 
most intricate pattern of the location of industry arising out of a 
given set of conditions. He sees the process of location as the 
resultant of the operation of a number of pulls exercised in 
different directions. 

But it is doubtful whether the elaborate development of 
terminology and of hypothetical illustrations, based upon his 
simpler conceptions, really amounts to any expansion of economic 
theory. Everyone would admit that the location of industries 
is influenced by transport and labour costs and by external 
economies or diseconomies. But such propositions hardly seem 
to be usefully expanded by some of Weber’s more refined classifi- 
cations, as, for example, between “ ubiquities ”’ and “ localised 
materials,” or by his complicated geometrical or trigonometrical 
solutions of problems of location which necessarily make use of 
assumptions of the most artificial kind. 

Perhaps, however, a more important criticism of the work is 
that, by employing the purely theoretical approach, Weber is 
unconsciously ‘rationalising’? the processes which make for 
localisation, and thus rendering his theory useless, or at least 
irrelevant, in considering the actual dynamic forces which pro- 
duce the lay-out of industry. If an entrepreneur always did 
know the location of his consumer, his labour and his raw materials, 
he might conceivably make the sort of decision which Weber 
illustrates in his diagrams. But the truth is, of course, that 
in a competitive system no entrepreneur ever knows from one 
day to another where his consumer will be found. Yet he has to 
make a decision regarding the location of his plant in the light of 
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forces which are, in themselves, inevitably indeterminate. In- 
deed, it is arguable that the most important part of the economic 
theory of location of industries is not that which concerns itself 
with why the original decisions regarding the location of a plant 
are made, but why, once the decision is made, that location will 
be maintained even when it has become relatively unsuitable. 
In that sense the theory of location is a part of a general theory 
of the influence exerted by overhead costs. It does not seem 
true that the choice of a site for a plant is a purely economic 
action. Marshall in his treatment of the problem of wages was 
at pains to point out the economic consequences of the social 
facts that labour cannot be dissociated from its place of work, 
and that, in considering wage disparities between different occu- 
pations, the amenities of those occupations should be kept in 
mind. Similar influences must impinge upon the entrepreneur. 
If he has to live near his new plant, certain localities may be 
excluded from his choice by the very fact that he does not wish 
to live in any of those localities. If, in answer to such a view, it 
is urged that the inefficiently located plant will be eliminated by 
competition, the rejoinder surely is that the error of any one 
business man may continue without penalty because he is com- 
peting with other business men who are making similar errors. 
We have no right to assume that business competition takes 
place on the level of theoretical optimum efficiency. 

Weber, in this volume, promises a companion work, which has 
apparently never appeared, in which he would seek to study 
existing conditions in the light of his wider generalisations. If 
he had undertaken the realistic side of his study, it is reasonable 
to believe that he would have modified his theoretical concep- 
tions of the economic mechanism of industrial location. Cer- 
tainly in some of his more practical moments in this volume, as 
in his views of the future of vertical integration in industry, he 
reveals beliefs which a study of the facts would have dispelled. 
JOHN JEWKES 


National Collective Bargaining in the Pottery Industry. By 
Davin A. McCasz, Ph.D. (Johns Hopkins Press and 
Humphrey Milford. Pp. 449. $3.50.) 

Co-operative Banking. By N. Barovu, with an Introduction by 
Srpney Wess. (P.S. King and Son. Pp. 331. 15s. net.) 


Proressor McCaBz in this painstaking compilation has made 
a significant addition to the growing list of source-books of 
realistic economics. The work is a monument of pure description ; 
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and future students of industrial relations in the American pottery 
industry will be laid under a debt of gratitude to the author. In 
great detail the story is told of the rise and decline of collective 
bargaining in two divisions of the pottery industry of U.S.A.— 
the ‘“‘ general ware” and the “sanitary ’’ divisions—from the 
formation of the Potters’ Association in 1874 to the collapse of 
national collective bargaining in 1922. The layman acquires a 
good deal of insight into the technical processes of pottery manu- 
facture. He learns of the functions of “‘ jiggermen ”’ and “ sagger- 
makers ”’ and “‘ batters-out,”’ of the finances and officers of the 
conservative brotherhood which represents the skilled workmen, 
of the diversities of the Eastern and the Western sections of the 
trade, and of the practices with regard to sub-contracting, to 
apprenticeship and to demarcation. But the book stubbornly 
remains a chronicle rather than a history, a photographic 
record and not an analysis. The author is sternly unwilling to 
light our way with comment, emphasis or generalisation. Even in 
listing the proximate causes of the final breakdown of negotiations 
he is very cautious, and devotes merely two final pages to the 
suggestion that the breakdown came because the employers were 
threatened by the competition of non-union firms and were 
“soured by what they considered a changed spirit on the union 
side,” while the union was too obstinate to accept concessions. 
Can it be that this absence of illumination is due to fear of offend- 
ing one of the parties in the industry ? Or perhaps the meagreness 
of generalisation is due less to the author’s caution than to his 
choice of material: the section of the industry with which he 
deals seems to have sufficient peculiar features for its problems to 
have little parallel in industry at large. 

The book by M. Barou is also in the main an industrious com- 
pendium of figure and fact. But the author paints on a larger 
canvas; and from his survey of fact certain definite judgments 
emerge. These judgments give the book a special interest which 
goes beyond the category of the usual reference book. As a 
study of a social institution, it is prefaced by a careful definition 
of social purposes, which in the descriptive chapters provides the 
author with certain standards of criticism, gives a design to his 
analysis and leads him in conclusion to certain positive recom- 
mendations on policy and organisation. 

In the author’s view the function of co-operative credit is, not 
only to act as a specialised institution for financing the operations 
of co-operative societies, but also to provide a means of organising 
personal loans, on a co-operative basis, to meet the fluctuating 
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circumstances of the wage-earner’s life. As Lord Passfield says in 
his Preface: ‘‘ Almost every family in the poorer half of any 
modern community finds itself occasionally needing, suddenly and 
unexpectedly, to incur thoroughly justifiable expenditure which 
it is impossible to meet out of the weekly income. Putting aside 
any question of extravagance or self-indulgence, there are a whole 
range of cases in which such expenditure may almost be called 
necessary. There are the incidental costs of illness or of accident ; 
there is occasionally a real need to take a journey to another city ; 
an obligatory removal of the household to a distance may be nearly 
as expensive as a destructive fire; there may be actual losses of 
‘the week’s money’ by accident or theft. . . . Young people 
leaving home for employment require at least some outlay.” M. 
Barou has some interesting citations which show the alarming, 
and surprising, extent of usury among the poor, such loans being 
quite commonly at rates of over 200 per cent., and ranging even 
up to 400 or 500 per cent. Many factories have their ~regular 
money-lenders’ agent, who makes it his duty “ to keep a watchful 
eye for a worker in trouble.” In U.S.A. the evil is even greater, 
with its network of “ loan-sharks ” and a special system known as 
“ salary-purchasing.”’ To control such exactions by legislation is 
difficult or impossible, since ‘‘ the costs and risks of the business 
(are) so high that a high rate would have to be legalised to get 
lenders to go into business.”’ ‘‘ The weakness of the reformers lies 
in the fact that they have no substitute for the existing usurious 
and expensive credit organisation of the money-lenders.” To 
M. Barou the only solution is to introduce the principle of co- 
operative credit, which alone can organise the type of guarantee 
to enable such personal credit to be made on reasonable terms. 
‘“* Proper organisation of credit facilities will be the best method 
of dealing with the over-extension of the hire-purchasing system 
and the evils which it involves; but at present the organisation 
of personal credit is still in the initial stage, as the individual 
borrower belonging to the working population has not much 
security to offer.”’ 

M. Barou proceeds to a careful survey of the dimensions of 
working-class savings at the present time and an illuminating 
analysis of the social strata from which the deposits of savings 
banks and co-operative societies are drawn. He suggests that 
the proportion of the gross deposits of savings banks held by 
manual wage-earners is much less than is often supposed, and he 
points out that the large majority of depositors have holdings of 
less than £5. At the same time, while “‘ the average savings of the 
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individual wage-earner are very small, the total of these savings 
represents a sum equal to approximately half the banking deposits 
in Great Britain.” It is these savings which, in the author’s 
opinion, an adequately developed system of co-operative banking 
could and should mobilise to enable it to fulfil those important 
credit-functions for which it alone is completely fitted. 

The middle chapters of the book are concerned with a compre- 
hensive description of co-operative credit institutions in various 
countries, from the classic Raffeisen and Schulze-Delitzsch banks 
of Germany to the Co-operative Banks of U.S.S.R. and the Labour 
Banks in U.S.A. Of the latter the author is critical. ‘‘ With very 
few exceptions,” he writes, they have been “ the least successful 
members in the family of labour and co-operative banking. . . . 
They have merely created, with very few exceptions, badly run 
ordinary banks for trade unions and trade unionists. . . . They 
found no new fields in which to work, and were easily beaten by 
their powerful commercial competitors.”” One could have wished 
that more had been said about the machinery of co-operative credit 
in U.S.8.R., and in particular of its operation, concerning which 
M. Barou, as a director of the Moscow Narodny Bank for so many 
years, is particularly qualified to speak; and his mention of the 
effects in this field of the “‘ credit reform of 1930 ” is too bare to be 
enlightening. But as he has already published a separate study 
on the subject of Russian Co-operative Banks, he not unnaturally 
contents himself with referring us to this work. M. Barou has also 
some interesting remarks on the need for liquidity of assets in 
co-operative banking and on the financing of foreign trade; and 
he closes with a plea for an international co-operative bank. 

Maurice Doss 


The Rise of the British Coal Industry. By J. U. Nter, Ph.D., 
Associate-Professor of Economics in the University of 
Chicago. (London: Routledge. 1932. 2vols. Pp. xiv + 
448, vii + 490. 42s. net.) 


Tus work, which is the sixth of the Studies in Economic and 
Social History issued by the London School of Economics, treats 
of the early history of the coal industry with special reference to 
the part played by it in the evolution of industrial capitalism. 
Its general scope may be gathered from the titles of the five 
parts into which (besides a short introduction) the 778 pages of 
text are divided; they are—the expansion of the coal industry, 
coal and industrialism, coal and the ownership of natural resources, 
coal and capitalism, and coal and public policy. There are 
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seventeen appendices, including twenty pages of bibliography, 
statistics of production and consumption, statistics of shipments 
of coal, coal prices, extracts from colliery accounts, and sundry 
illustrative documents. Further, there are four maps of British 
coal-fields and ten illustrations. One is almost appalled at the 
industry of the author. Every statement made is very fully 
documented, the reader is carefully warned when the evidence is 
dubious, and in every matter of controversy every possible view 
is given fair play. No doubt it is the duty of the researcher 
never to falter in seeking out the truth, never to put it forward 
for more than it is worth, and never to hide it when it is 
unpalatable, but human nature is weak and great praise is due 
to Professor Nef for the high degree of impartiality which he 
shows. Not that he hasn’t got his own economic preferences or 
prejudices; they peep through occasionally and now and then 
add a drop of piquancy to his narrative. The period covered 
was the seed-time of capitalism in which the coal industry was a 
new and sturdy plant, and Professor Nef’s work will long remain 
authoritative for the century and a half in which the British coal 
industry grew up. It is to be added that, despite all the masses 
of details and the careful weighing of evidence, these two volumes 
are extraordinarily readable and in parts even thrilling, for con- 
temporary documents are used so skilfully that the old pro- 
spectors and speculators, the monopolist hostmen of Newcastle, 
the greedy merchants, the mine-slaves of Scotland, the shivering 
poor of London, the grafting court-favourites, and many other 
figures live again before our eyes. 

The working of coal outcrops no doubt began very early, for 
the first English record, in 1243, shows miners digging down to 
the dip of the seam. The market was purely local except that a 
few thousand tons were carried from the Tyne coastwise or even 
to the Continent every year during the fourteenth century. 
Professor Nef’s history really begins about 1550 and covers the 
hundred and fifty years to 1700. Naturally, precise statistics 
are wanting, but some evidence is available, and the conclusion 
that the annual output of the British coal-fields increased from 
210,000 tons in the first decade of the period to 2,982,000 tons in 
the last decade, probably represents the facts with sufficient 
exactitude. The chief producing areas showed the following per- 
centages of output at the beginning and end of the period 
respectively :—Durham and Northumberland, 31 and 41; Mid- 
lands (including Yorkshire and Lancashire), 31 and 29; Scotland, 


19 and 16; Wales, 10 and 7. At the end of the seventeenth 
No. 171.—vo.u. X.iti. MM 
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century about 1,280,000 tons were carried to market by sea or 
river—455,000 tons to London and the Thames valley, 235,000 
tons to other parts of the east and south-east coasts, 190,000 
tons to other British coast towns, 250,000 tons by river, and 
150,000 tons to foreign countries and the colonies. The rest of 
the coal was consumed in markets not more than ten or fifteen 
miles from the pits, for the cost of carriage over the bad roads 
by cart or pack-horse was great. Probably about one-third of 
the output was consumed for industrial purposes and the rest, 
except for the small export, was used domestically. “It is not 
improbable that there were, in all, between 15,000 and 18,000 
pitmen at the end of the seventeenth century (and) . . . that 
nearly half of all the coal-miners in Great Britain worked for 
collieries employing a hundred or more hands.” 

This great development was in part due to the depletion of 
the forests of the country by the demands of a growing population 
for wood for building and fuel, and it was facilitated by the 
confiscation of coal-bearing lands previously in the possession of 
religious corporations, the mines being let to adventurers by the 
Crown at low rents. This was not all, however, for Professor 
Nef holds that “‘ such information as has been found suggests that, 
while the expansion in coal-mining was undoubtedly more rapid 
than that in other industries, this expansion is not an isolated 
phenomenon in early British economic history, but part of a 
general industrial development, the importance of which has not 
yet been fully appreciated. This industrial development not 
only involved a remarkable growth in the output of many com- 
modities; there were also technical developments and changes 
in organisation, which, together with the evidence of a rapid 
growth, lead us to suggest very tentatively that the late sixteenth 
and seventeenth centuries may have been marked by an indus- 
trial revolution only less important than that which began 
towards the end of the eighteenth century” (Vol. I, p. 165). 
The evidence adduced certainly shows that there was “a sharp 
expansion of native industrial enterprise ” under Elizabeth and 
James I, but the growth of coal-mining was less rapid afterwards 
owing to the interruption of trade through continuous wars. 

Coal-mining was a highly speculative industry, requiring much 
capital for sinking pits, for ventilation, for haulage underground 
and above ground, and for sea-transport. This capital was in 
part provided by landlords who worked their own coal, especially 
in Scotland, in part by merchants in towns near the collieries, 
and even from speculatively inclined persons in London. The 
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vicissitudes of the industry were great and this reliance on outside 
capital and the relative advantages of the larger mines, which 
were, according to the ideas of the time, large-scale enterprises, 
mark out the coal trade as belonging to the modern capitalist 
system. In the end it was the port merchants, the shippers of 
coal, and the merchants in London and other consuming towns 
who profited at the expense of-both the coal-owner and the coal- 
user. The story of the hostmen of Newcastle with their monopoly 
of shipment from the Tyne is told anew by Dr. Nef from fresh 
documentary sources, and the tale of their control over the 
mines and over the corporation of Newcastle and of their intrigues 
with the Court and with Parliament shows that they would have 
little to learn from the most modern practitioners of predatory 
monopoly. At the other end of the trade-chain the wholesale 
and retail coal merchants of London provided a pitiably sordid 
exhibition of the worst trade practices. 

The social aspects of the new industry also make melancholy 
reading. Coal was at first hated by the householder as a poisonous, 
stinking fuel, and therewith went contempt for all connected with 
the handling of the stuff, whether coal-miners or coal-heavers. The 
miners were not as a rule drawn from the local rural population, 
they were mostly “‘ rogues and vagabonds,”’ prisoners of war, or 
others who could more or less illegally be pressed into service. In 
Northumberland and Durham they were largely broken men and 
covenanters from Tweedside. Little wonder they were regarded 
as a race apart, as savages for whom their employers did nothing ; 
little wonder that the Scots noblemen who dominated the Privy 
Council of Scotland were able to reduce to slavery the workers 
in their pits. Yet Wesley found those same “savages” ready to 
listen to him, and Professor Nef thinks with reason that the 
current popular estimation was based mainly on prejudice. 

Much in these two volumes has not even been alluded to 
here, but we cannot part from them without referring to the 
author’s most important discussion on the influence of coal on 
the fortunes of the Civil War. Had Charles I succeeded in 
holding Newcastle, would the common people of London, starving 
for want of fuel, have revolted and forced the Parliament to 
surrender to the King ? H. W. Macrosty 


Some Aspects of Indian Foreign Trade, 1757-1893. By Durea 
ParsHap. (P.S. King & Son. 1932. Pp. 238. 12s.) 


In the first chapter of this book we have a sketch of the trade 


situation in India during the half-century previous to Plassey, in 
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the second of the East India Company up to the withdrawal of its 
monopoly in 1813, and in the third of the main developments in 
foreign trade under monopoly from 1757 to 1813. In the remain- 
ing two chapters we have a brief account of India’s foreign trade 
from 1813 to 1893. There are ample footnotes, a collection of 
statistical tables and an admirable list of authorities consulted 
by the writer. 

The author is a severe critic of the East India Company from 
the purely Indian view-point. He is careful, however, to show 
that as a result of the progress of the Industrial Revolution in 
England, high import duties were placed on Indian cotton manu- 
factures, especially in the first fifteen years of last century, while 
at the same time exports to India were greatly increased as a 
result of the introduction of machinery. It is often not realised 
how the growth of the Industrial Revolution spelt disaster for the 
Indian cottage workers, as indeed it did for the English. In 1781 
an Act of the British Parliament prevented the export of machinery 
used in cotton, woollen and silk manufactures, and in 1782 an 
Act prevented British workmen from going “ to ports beyond the 
seas.” By the Customs Regulation Act, 1825, discretionary 
power was vested in the British Board of Trade permitting the 
export of machinery when it was of great bulk and contained a 
great quantity of raw material, but restraining it when it was of 
modern improvement. This was done away with in 1843. The 
tariff policy of Great Britain was bound up with the Industrial 
Revolution. The British tariff rates between 1797 and 1814 were 
increased from 18 to 674 per cent. on calicoes and from 20 to 374 
per cent. on muslins, with the result that India’s manufactured 
goods were bound to find their British market gone. These are 
important facts. But I am not sure whether Dr. Durga Parshad 
is at all on firm ground when he emphasises the drain of wealth 
and capital from India during the period of the East India Com- 
pany’s monopoly to the extent that he does. The statistics of 
bullion and indeed the trade statistics are most incomplete and 
they do not cover the total exports or the total imports of India, 
including all rival companies. It is not until 1835 that Indian 
trade statistics are in any degree complete. At the same time 
the economic historian would probably agree that fortunes were 
made up to 1785 or even later with considerable ease as the 
officials of the Company were also traders. Clive left India after 
his first administration with a large fortune which, I believe, was 
estimated at £40,000 per annum. Barwell says that Clive cleared 
more than £200,000 during his second term of office. Barwell is 
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reported to have had a fortune which popular gossip put at 
£800,000. Warren Hastings drew under the Regulating Act of 
1773 £25,000 per annum, and after he returned to England he 
had £80,000. The notorious Francis, an obscure dismissed War 
Office clerk, after six years’ service finally returned with a fortune 
that yielded him £3,000 a year for life. But in the nineteenth 
century such fortunes were a thing of the past except in excep- 
tional cases. Lord Macaulay when he came out to India as Law 
Member in 1833 had the same object as Francis, ‘‘ to make a 
competency,” and he wrote to his sister that he expected to “ lay 
up on an average about £7,000 per annum while I remain in India.”’ 
But these were occupants of high office and in former times. 
India to-day is no longer the fabled mine of wealth to the high 
official or even to the business man. The profits cannot for the 
period referred to by the author be estimated as the author 
supposes by the incomplete statistics of merchandise and 
bullion. 

The view taken up by Dr. Durga Parshad is one that is becom- 
ing more and more popular with Indian writers whose motto, 
indeed, is ‘‘ Back to Adam Smith.” Did not the author of the 
Wealth of Nations in 1776 find fault with the East India Company 
for trying to do things which are quite incompatible—trading and 
governing? “It is a very singular Government,” he says, “ in 
which every member of the administration wishes to get out of the 
country, and, consequently, to have done with the Government 
as soon as he can, and to whose interest, the day after he has left 
it and carried his fortune with him, it is perfectly indifferent 
though the whole country was swallowed up by an earthquake.” 
It is less the fault of the men than of their situation, ‘ such 
exclusive companies are nuisances in every respect.” : 

The two main defects of the book are occasional slips of fact 
and a lack of unity, especially in the last two chapters. An 
example of the former is the reference to Warren Hastings as 
“Lord Hastings.”’ Hastings never received a peerage. There 
is also much that might be called “‘ patchy,” especially in the last 
two chapters. The book compares unfavourably with Dr. 
Khan’s East India Trade in the Seventeenth Century and of Dr. 
Balkrishna’s Commercial Relations between India and England, 
1601-1757, both of which are similar studies. The statistical 
tables are almost always not for the whole period covered by the 
book, and their construction is often so awkward as to make their 
reading very difficult. 

G. F. Surpras 
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Unemployment in Germany since the War. By KENNETH INGRAM 
Wices, Ph.D. With an Introduction by HEenry Cuay, 
M.A. (P. 8. King & Son, Ltd. Pp. x + 216. 10s. 6d.) 


Dr. Wiaes, by this study, makes necessary a re-examination 
and, if his conclusions be correct, a re-evaluation of the influences 
underlying the economic vicissitudes of post-war Germany. In 
some cases his findings give support to conclusions already 
generally accepted; but in other important instances he is not 
at all in agreement with general opinion. The most significant 
of his dissensions have to do with the respective influences of 
Reparations and rationalisation. 

Holding that “ too much emphasis has been laid upon Repara- 
tions,” he assigns to them an importance considerably less than 
usual, Whatever difficulties were inherent in the burden of 
Reparations—and he does not seek to minimise those difficulties— 
were aggravated by budgetary factors and thus made to appear 
much more significant than in themselves they were. But 
Reparations itself he cannot consider a pre-eminent factor 
leading to the economic conditions responsible for the unpre- 
cedented volume of unemployment. 

Of greater immediate moment, however, are his conclusions 
as to the effect of rationalisation on employment. The American 
“ Technoerats ’’ seem to find that human labour is becoming 
obsolete through the rapid introduction of labour-saving 
machinery; and they bring forth no end of statistics to prove 
their point. Dr. Wiggs, however, finds that, in the case of 
Germany at least, during the period of most rapid technical 
advance, employment, far from falling off, actually, though 
slightly, increased. Probably in no other country in the world, 
not even in the United States, was there ever so intense a process 
of rationalisation as there was in Germany between 1925 and 
1929; but in this period the number of persons at work increased 
by 379,000. It becomes impossible, then, to charge the pheno- 
menal increase of basic unemployment to the too-rapid intro- 
duction of labour-saving machinery. This apparent contra- 
diction—for both employment and unemployment increased 
simultaneously—is to be explained, according to Dr. Wiggs, by 
movements in the composition of the population, the unequal 
age-progressions of which have brought about an abnormal glut 
on the labour market. His findings as to the effect of rationalisa- 
tion on employment—not the long-run, but the short-run effects, 
for the period 1925-29 may be regarded only as short-run—are 
the most significant, without doubt, of the entire treatise. It 
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constitutes an important contribution to the literature of that 
much-debated subject, technical rationalisation. 

Dr. Wiggs thus maintains, contrary to the general view, that 
the burden of Reparations and the rapid introduction of labour- 
saving machinery cannot explain the extent of German unemploy- 
ment since the War. The increase of cyclical unemployment, as 
contrasted with the increase of basic unemployment, he explains 
by a government and trade union policy “ which has aimed at 
better than pre-war standards (of living) without having due 
regard to what was economically possible.’ The high and rigid 
level of wages, which made it difficult, and sometimes impossible, 
to carry on enterprise, is made to account for the greater part of 
post-war unemployment. This contention, in reality a central 
thesis of his work, will probably call forth some little controversy. 

The book is not, however, without its faults. It lacks some- 
what in lucidity, and the organisation and presentation of material 
are not beyond criticism. It is, nevertheless, the most adequate 
treatment in English of an important post-war problem. 


JAMES C. WorTHY 
North-Western University, 


Illinois, U.S.A. 


Note :—In our June issue, the price of Wicksteed’s Common-sense 
of Political Economy and Selected Papers and Reviews on Economic 
Theory was incorrectly given. The book is published in two volumes, 
the first at 8s. 6d., and the second at 12s. 6d., by Routledge and 
Sons, Ltd. 











NOTES AND MEMORANDA 


A Nore on GERMAN AGRICULTURE 


Tue position of German agriculture is at the present time so 
serious that the Government is introducing a law for the 
compulsory conversion of agricultural debts. 

The total indebtedness of agriculture during the last nine 
years was as follows : 


1924 4-6 milliard Rm. 1929 F - 114 milliard Rm; 
1925... : 8-0 ag 1930, - 116 a 
1926. . 8-7 ms 1931 ; . 11:8 fe 

1927. =i. . 99 sp 1982 . . 11-4 + 
1928. - 108 * 


The whole of this debt dates from the stabilisation of the mark 
after the inflation. The total indebtedness of agriculture in 1913 
was between 17 and 18 mld. Rm., but the actual burden of debt 
before the war was considerably less, for the average rate of 
interest was much lower. Thus in 1913 the annual interest 
charge was between 750 and 800 mill. Rm., while in 1928 it had 
already reached 920 mill. Rm. 

Increasing indebtedness is, of course, usually characteristic 
of any expanding section of industry, agriculture or public enter- 
prise. Increasing debt, however, is bearable only if accompanied 
by a corresponding amount of investment and expanding receipts. 
A report of the German “ Economic Research Institute ” entitled 
“ Formation of capital and investment in Germany, 1924-28,” 
comes to the conclusion that “the investments in agriculture 
between 1924 and 1928 were less than the sums written off.” If 
the increase in the number and quality of stock and the increased 
value of land due to improvements are added, we reach a total 
of 2-4 mld. Rm. This sum is quite inconsiderable compared with 
the increased indebtedness amounting to 6-8 mld. Rm. 

Until 1929 the debt was no burden on the average farmer or 
peasant, for the sum borrowed each year was more than enough 
to pay the interest. In 1930, however, the increase in debt was 
only 200 mill. Rm., while the interest which had to be paid was 
about 1,000 Rm. At this point the difficulties of agricultural 
debtors became acute. The position is very analogous to that 
of Germany as a whole, whose financial difficulties began with 
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the sudden cessation of lending by the United States and Great 
Britain. Not only was the credit position of German agriculture 
in the pre-slump period unstable, but the one-sided protectionist 
policy laid the foundations for a severe agricultural crisis. 
Germany is for the most part a peasant country; in the east, 
however, there are a large number of big estates mostly of feudal 
origin. These large estates obtain 75 per cent. of their gross 
receipts from the sale of grain. The small and middle peasants, 
on the other hand, depend for 70 per cent. and 67 per cent. 
respectively of their income on the sale cf live-stock products. 
In the face of low and sinking grain prices on the world market, 
the large landowners were able to obtain protection for themselves 
through political influence, even under a Social Democratic 
Government, in the form of high tariffs on wheat, rye, barley, 
oats and a Government maize monopoly. The prices of wheat 
in Berlin and New York will serve to illustrate the extent of this 
protection. : ‘ 


1930-1. 1931-2. 
Average price in Rm. . . ° , 26-02 23-63 in Berlin. 
Average price in Rm. . : 5 : 14-51 10-18 in New York. 


The high price of grain alone was quite inadequate to keep 
these inherently unprofitable semi-feudal estates intact. 

The big landowners demanded subsidies, and such was their 
political influence, that ever larger sums were placed at their 
disposal through the ‘ Osthilfe”’ scheme. Some 600 mill. Rm. 
have already been swallowed by the landowners without the 
community obtaining any advantage. Less than 10 per cent. 
of this huge sum has been used for the relief of peasant farms 
under 100 ha., in spite of the fact that such peasant farms cover 
a considerably larger total area than the large estates. The 
whole “* Osthilfe ” scheme is an example of far-reaching political 
corruption. 

The policy of high grain-tariffs is certainly no better, as the 
figures already quoted illustrate. The large landowner was able 
to obtain protection for his product—grain—at a very early 
stage. These grain-tarifis were only detrimental to the peasant, 
70 per cent. of whose market-produce is live-stock products. 
This one-sided protectionist policy first had the effect of increasing 
the price of fodder, and secondly of decreasing the purchasing 
power of the industrial population upon which the peasant is 
dependent for a market. Throughout the crisis the purchasing 
power of the German industrial population has decreased rapidly. 
This is to a considerable extent due to forces outside the sphere of 
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agriculture, such as a steadily contracting foreign market and a 
decrease in industrial investment; it cannot, however, be over- 
emphasised that this contraction of purchasing power, and so the 
progressive impoverishment of the peasants, was stimulated by 
the high price of grain. The following figures illustrate the price 
movements between 1929 and 1932: 











| Vegetable | | Live-stock | Live-stock 

| Products. | Fodder. | and Meat. | Products. 
1929. .. 163 | 1259 =| «21266 | 1421 
1930 . : 1153 | 932 | wed | 121-7 
1931 . : | 119-3 | 101-9 | 83-0 108-4 
1932 (April) | 122-4 | 99-7 | 64-2 90:3 

| 

1913, 100. 


Here we see that while up to the spring of 1932 the price of 
vegetable products had hardly fallen at all, the price of fodder 
had fallen considerably, while the prices of meat and live-stock 
products had fallen enormously. 

It is obvious that the catastrophic fall in price of meat and 
animal products and the relative stability of grain prices should 
bring about an increase in the area under grain and a decrease in 
the amount of live-stock. This has actually taken place, and in 
1932 for the first time for fifty years Germany had a surplus 
production of grain : 





Wheat area. Crop. 





1929 . ° ; ‘ 3°96 million acres 123-1 million bushels 
1931 . ; F 5 5:36 es ae 155°5 ee Ps 
1932 . , . ‘ 5:63 m - 183-8 a es 





| 
1930 . ‘ . : 4-40 > a | 139-2 Pe ” 
| 





The exceptionally favourable weather conditions were to a 
considerable extent responsible for the good harvest in 1932, but 
nevertheless the large increase in the area under grain was entirely 
brought about by the stability of grain prices. The surplus is of 
the order of 1-2 mill. tons. The result has been a fall of grain 
prices throughout the autumn of 1932 and record low prices. 
The big landowners demand that the State should buy the whole 
surplus and stabilise prices. There is no doubt, however, that 
the State finances will in future be too weak to restore prices to 
their old level. Any policy of price stabilisation must in any 
case be eventually doomed to failure, for it is clear that it would 
result in a still further decrease in live-stock and increase in grain 
production, which would only make matters worse. The grain- 
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tariffs become almost useless as soon as home-supply exceeds 
demand and thus defeat their own purpose of protecting the large 
landowner. 

In respect of grain-tariffs the German agricultural policy of 
the last decade is similar to that of Italy, France and Czecho- 
slovakia. In the latter countries the effects have been no less 
disastrous; thus in Italy between 1925 and 1929, in a period of 
general world prosperity, the number of horses fell by 8 per cent., 
mules by 18 per cent., donkeys by 13 per cent., cattle by 7 per 
cent., sheep by 20 per cent., goats by 43 per cent., the direct 
cause of the decreases being the grain-taxes and the consequent 
change-over from live-stock and fruit production to wheat, which 
(considering only the interests of the Italian peasants) it would 
have been better to import. Further, the importance of the 
contraction of the European market for grain has played an 
important part in intensifying the world agricultural crisis. There 
is little doubt but that if all European countries were content to 
do without grain duties and quotas, and concentrate their attention 
on other branches of agriculture, North America would have no 
wheat surplus, but would still be able to increase production at 
profitable prices. 

The new Hitler Government has, however, no intention of 
reducing or abolishing grain-tariffs and so destroying the large 
estates, which would undoubtedly be most advantageous to both 
the peasants and the industrial population. The new policy is 
only a continuation of the old. The grain-tariffs are to be main- 
tained, while at the same time the duties on all kinds of live-stock 
products are to be raised in an attempt to help the peasantry. A 
State monopoly has been introduced for the importation of fats 
and oils. The following prices illustrate the extent of this new 
protection : 





Average prices in Rm. per 100 kg. (wholesale). 














| January 3st, 1933. May 22nd, 1933. 
Lard (Berlin) ‘ - 102 148 
Margarine F - : 116 166 
German butter . : : 214 270 
Danish butter : sell 235 286 
Cooking-oil 2 a] 68-95 114-40 

| 





The price of eggs in June 1933 was 50 per cent. above the 
price in the corresponding month of 1932. This policy of restrict- 
ing imports has already led to retaliation by most countries 
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exporting to Germany, e.g. Denmark, Sweden, Holland, Bulgaria, 
Roumania, etc., which in turn will certainly lead to a diminished 
German export, diminished purchasing power of the industrial 
population, and finally further impoverishment of the peasants. 
The low standard of living of most of the German population 
results in the demand for such products as butter and eggs being 
extremely elastic; a small rise in price results in a large decrease 
in consumption. Thus even a comparatively small rise in duty 
may cause a relatively large decrease or a complete cessation of 
imports of such commodities as butter. According to the 
Liberal Viennese paper Die Borse, from June 15th, 1933, the 
consumption of butter in Berlin decreased in four weeks by two- 
thirds, the consumption of margarine fell by one-half and of 
bacon-fat by two-fifths, etc. 

During the second week of June the tax on oil-cake was 
suddenly increased to 60 Rm., which caused an immediate rise 
in price of about 100 per cent. The receipts from this tax are 
to be used to support grain prices. It is also hoped that the 
high price of oil-cake will encourage the peasants to use more rye 
as fodder. This tax has wiped out with one stroke any temporary 
advantage which the peasants may have obtained through the 
increased butter prices. 

Thus no solution, but rather an increase in severity of the 
crisis is to be expected from the new tariff and quota policy. 
Further, an increase in food prices in the face of decreasing 
industrial turnover is likely to lead to industrial strife. 

It is clear that a policy of all-round protection for agriculture 
is a policy intended to help the peasant, and in particular the 
large farmer, at the expense of the industrial population. The 
following figures illustrate, first, that such an attempt is quite 
unjustifiable, in that industry has suffered during the crisis much 
more seriously than agriculture, and secondly, that the pros- 
perity of agriculture is dependent on the prosperity of German 
industry, and in particular on the ability to export. 











Net Value of Indus- |} Net Value of Agri- | German Indus- 

trial Production. | cultural Production. trial Export. 

1925 : 5 26 mld. Rm. 7°85 mld. Rm. 10-6 mld. Rm. 
1926 . ° 24 “ 8-35 11-8 a 
1927 ° ° 32 ‘5 9-00 59 12-5 $5 
1928 . ‘ 34 ‘6 9-85 as 14-0 as 
1929 ; : 32 - 10-00 re 151 ss 
1930 ; ; 26 S 9-30 5 13-2 is 
1931 . : 19 m 8-10 Be 10-5 °° 
1932 ; : 14:5 ,, | 7:10 55 6-2 7 
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It is important to emphasise that the importation of food- 
stuffs has decreased throughout the crisis; it is thus absurd to 
attribute the decrease of income of the agricultural population 
to foreign competition, which is, incidentally, the usual National 
Socialist interpretation. 

The conversion of agricultural debts, which is one of the most 
important schemes promised by-the Hitler Government, is also a 
plan for subsidising agriculture at the expense of the town and 
city population, for it implies the partial compensation of creditors 
from State funds. 100 mill. Rm. have already been put aside for 
this purpose. 

The following figures illustrate very clearly how inadequate 
the proposed scheme of debt conversion is likely to be. In 1932 
German agriculture received a surplus of only 350 mill. Rm. over 
prime costs. Prime costs include very modest allowance for 
amortisation and living expenses, but nothing for interest, taxes 
or social charges (insurance, etc.). At the same time agriculture 
is expected to pay the following supplementary costs : 


Interest . ; J ‘ ~ . 650 mill. Rm. 
Personal taxes . z ; - - re 
Social charges . : - ; . 3800 = 
Turnover tax . : ‘ - 3 90 _ 
Other taxes F . F ‘ . 450 - 
Total . . - - 1,550 mill. Rm. 


The actual scope of the debt-conversion scheme is still uncertain. 
Hugenberg’s resignation in particular has radically changed 
the outlook. Darré, the new Minister of Agriculture, previously 
advocated a much more drastic reduction in debt than is pro- 
posed in the Hugenberg plan, which has already become law. 
This plan foresees a conversion of agricultural debts on to a 
4 per cent. basis, while Darré intends to carry through a com- 
pulsory reduction of interest rates to under 2 per cent. Even 
more important than the reduction in interest rates is the com- 
pulsory writing-off of debts. The Hugenverg plan foresaw a 
maximum reduction in debt, in particular cases, of 50 per cent., 
while Darré is in favour of more drastic action. 

Let us assume that the burden of interest is reduced by 
60 per cent.—say 400 mill. Rm. This would reduce the total 
*“‘ supplementary costs”? to 1150 mill. Rm., which is still three 
times as large as the surplus which the farmer and peasant might 
be expected to pay. The position is so serious that no amount 
of modification of interest payments or taxation can prevent a 
progressive deterioration of the position. The only way out of 
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the agricultural crisis is clearly a restoration of the purchasing 
power of the industrial population. The conversion scheme, 
which implies the partial expropriation of creditors, will certainly 
affect the general credit situation adversely, probably leading to 
a rise in interest rates in the country as a whole; this is of great 
importance, for it is clear that a fall in interest rates—particularly 
of the long-term rate of interest, which is now over 7 per cent. on 
first-class gilt-edged bonds—is a preliminary condition for 
recovery from the present slump. 

The National Socialist Government are not entirely unaware 
of the “ lop-sided ” nature of their agricultural policy. It is not, 
however, realised that such a policy must lead to an intensification 
of the slump and a further contraction of incomes. The policy 
is defended on political and social grounds. A prosperous agri- 
culture is necessary in case of military complications! A 
prosperous peasantry is necessary to supply the Reichswehr and 
the Police Force ! 

The National Socialists are not, however, content with a policy 
designed to maintain the peasantry in prosperity, which would be 
a tremendous task if tackled in the right way, but are even more 
ambitious in advocating a programme of land-settlement. 

It is clear that a policy of large-scale land-settlement, at a 
time when thousands of peasants have only been rescued from 
their creditors by a debts moratorium, is doomed to failure. 
Under the projected scheme for the conversion of agricultural 
debts, many debtors may be compelled to give up part of their 
holdings. In this way the Government will obtain land for settle- 
ment purposes. The actual amount of land which is likely to be 
obtained in this way is not known and will depend on the extent 
to which the big landowners can exert pressure on the Govern- 
ment. Each family settled is likely to cost the State initially 
about 20,000 Rm., though this may be considerably reduced if 
land is cheaply available, as it would be if many large and hope- 
lessly indebted estates were brought under the hammer. It is 
evident that in such extremely unfavourable economic conditions 
only persons with agricultural experience, energy and considerable 
ability can be settled with any chance of success. The settlement 
of industrial unemployed on the land is quite impracticable. 

ARTHUR WYNN 


Berlin, July 1933. 
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SENIOR’s LECTURES ON MONETARY PROBLEMS 


Nassau WILLIAM SENIOR’s famous lectures on money and 
international trade have been newly issued by the London School 
of Economics and Political Science in their series of reprints.! 
On re-reading these classic treatises one is led to the conclusion 
that the practical application ef economic reasoning seems to 
meet with very great difficulties. We are living in a world where 
trade barriers become more and more insurmountable. In 
defending the system of protection and prohibition, every day 
the same arguments are heard again which Senior and his fellow- 
economists have refuted and which Ricardo had already refuted 
years before. Why could this acute criticism of the Mercantile 
Theory of Wealth not succeed in convincing public opinion? Is 
there a weak point in the demonstration of the futility of the 
protection doctrine ? 

The foremost argument in the protectionist’s reasoning-to-day 
is again, as in the days of the Mercantile Theory, the monetary 
standpoint. Restriction of imports is said to be indispensable 
for the maintenance of a country’s monetary equilibrium. It is 
true, one no longer speaks of the danger of losing the circulating 
stock of coined precious metals to foreign countries. But the 
only reason for this is the fact that practically no country main- 
tains to-day an effective circulation of gold coins as most of them 
did till the outbreak of the War. The modern protectionist 
insists rather upon the necessity to secure the exchange ratio 
between the national and the foreign currency. What he does 
not wish to admit is that the exchange ratio does not ultimately 
depend on the balance of payments and that there is no danger of 
its being impaired so long as there is no over-issue of notes at 
home. 

The question to be answered to-day is exactly the same as is 
expounded in Senior’s lectures on the Transmission of the Precious 
Metals from Country to Country. The difference lies only in the 
formulation, not in the substance. The problem is whether there is 
an automatic readjustment of the balance of payments or whether 


1 Nassau W. Senior: 


1. Three Lectures on the Transmission of the Precious Metals from 
Country to Country and the Mercantile Theory of Wealth. 

2. Three Lectures on the Value of Money. 

3. Three Lectures on the Cost of Obtaining Money and on some Effects 
of Private and Government Paper Money. 


Numbers 3, 4, 5 in Series of Reprints of Scarce Tracts in Economic and 
Political Science (London School of Economics and Political Science). 
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Government is bound to interfere lest disastrous consequences 
follow. The chain of reasoning by which Senior proves that 
governmental interference is superfluous for this purpose considers 
a state of things where imports and exports of commodities 
dominate international business relations. For the present 
situation it seems necessary to keep in view the importance of 
credits, and accordingly to lay stress not only on the prices of 
commodities but also on the rates of interest. This, of course, 
does not in any way alter the essence of the problem, but it does 
seriously affect the political and ethical aspect of the question. 

Considerations of this nature play in the eyes of public opinion 
a bigger role than is generally supposed. In discussing the 
problem of trade restrictions primarily with reference to the 
prices of goods, one imagines a selfish producer who demands 
higher prices from the poor consumer. In this case sympathy 
is on the side of the consumer. But in regard to rates of interest 
sympathy is given to the lender. Whereas in the question of 
commodity prices public opinion splits into two parties so that 
against the friends of higher prices stand always friends of lower 
prices, in the problem of interest there is but one opinion, i.e. 
in favour of low interest. As the matter of controversy seems 
to lie in the dilemma whether to maintain at home a lower rate 
of discount at the cost of import restrictions or to let the price of 
money rise under free trade, the scale goes down in favour of 
import restrictions. There is in every country a considerable 
opposition against import duties which one tries to justify by 
the necessity of raising the home price level in favour of home 
production. The opposition is very weak when import duties 
are apologised for by the expediency of maintaining a low rate of 
interest. 

There is no doubt that in countries where capital is very 
abundant the rate of interest would be much lower were there not 
opportunities of exporting capital to countries with a higher rate 
of interest. Had the United Kingdom or had France in the 
fifty or sixty years preceding the War not invested a large amount 
of money abroad, the money rate at London and Paris would 
have been much lower than it actually was. If at this time 
someone in England had demanded a restriction of foreign 
investments from the labour point of view, as the Liberal Indus- 
trial Report did after the War, it would have been intelligible at 
least from the point of view of a short-sighted class policy. But 
the strange thing was that at this time, not the capital exporting 
countries, but the capital importing countries complained more 
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about the consequences of the international capital movements, 
assuming that it must lead to higher interest, whereas its effect 
for them was the contrary. Strange to say, in the ’seventies of 
the nineteenth century in Austria the theory was evolved that 
the Austrian paper currency isolated the country from the soli- 
darity of international money markets and so enabled the Bank. 
of Issue to expand credit and maintain a comparatively low rate 
of interest without any disadvantages. This false theory was 
duly refuted by Wilhelm Luccam, the then manager of the 
Austrian Central Bank. But nevertheless it survived in Austria 
and had from year to year more success in the whole of Europe, 
especially in Germany, and even in America. 

When people to-day generally assert that things have so 
radically changed since the time in which the classical theory of 
money and foreign exchanges was expounded, that one cannot 
apply their results to modern conditions, they unfortunately do 
not give any proof. It is totally wrong to pretend that raising 
the rate of discount would not have any effect to-day on the flow 
of gold and on the exchange rate, or an insufficient effect. There 
is no proof that discount policy of the old type is inapplicable to 
the present situation. The fact is that the ruling parties prefer 
the consequences of a depreciation of the national currency to the 
consequences resulting from non-interference in the market’s 
money rate. 

Let us consider separately the different recent cases of 
departure from the old gold parity. There was the case of 
England in 1931. Britain had to choose between a policy of 
defending the gold standard by raising the rate of discount, as 
has been done over and over again, and a policy of depreciation. 
She decided for the second because it made it possible to maintain 
unchanged the British level of prices and wages in the midst of 
a world of falling gold prices. Opinions differ on the soundness of 
this policy, and there is no doubt that it was very unsound from 
the point of view of Senior’s ideas. But there was nothing in the 
situation which could not be explained from the point of view 
of Senior’s theoretical teaching. It is true that his decision would 
have been very different from that of Great Britain’s rulers in 
1931. He would have believed that nominal wages had to fall 
pari passu with prices, and that there was nothing alarming in a 
situation where the prices of raw materials which England buys 
fall more rapidly than the prices of the manufactures which 
England exports. But Senior in discussing these problems with 


Mr. Norman and Mr. Keynes would at the end of the conversation 
No. 171.—voL, XLul. NN 
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have said: “I see, gentlemen, that you follow other aims.”’ But 
he would have had no reason to say: ‘‘ You have to cope with a 
situation which my theory does not cover.” 

Yet in another respect a radical change in the financial situation 
has been accomplished. In the modern banking system the 
short-term debts play a dominating role. The banks of the 
lending countries have lent enormous sums to the banks of the 
borrowing countries. Literally they had the right to withdraw 
this money at short notice. But in fact such withdrawals could 
not be effected at once, as the borrowing banks had lent this 
money to business which could not pay it back at all or at least 
only after some delay. The international credit relations were 
based on a fallacious assumption of liquidity. The moment the 
lenders tried to exert their right of withdrawal there were only 
two alternatives: open declaration of bankruptcy by the debtor 
banks or intervention of the Government which suspended pay- 
ments to foreign countries. The introduction of foreign exchange 
control in some continental countries in the summer of 1931 was 
a makeshift for a formal moratorium. 

Banking to-day is not sounder when considered from the 
point of view of the home situation. Deposits subject to cheques 
and saving deposits are two entirely different things. The saver 
wishes to entrust his money for a longer period; he wishes to get 
interest. The bank which receives his money has to lend it to 
business. A withdrawal of the money entrusted to it by the 
saver can only take place in the same measure as the bank is able 
to get back the money it has lent. As the total amount of the 
saving deposits is working in the country’s business, a total 
withdrawal is not possible. The individual saver can get back 
his money from the bank, but not all savers at the same time. 
That does not mean that banking is unsound. It does not 
become unsound until the banks explicitly or tacitly promise what 
they cannot perform: to pay back the savings at call or at short 
notice. 

The deposits subject to cheques have a different purpose. 
They are the business man’s cash like coins and bank-notes. The 
depositor intends to dispose of them day by day. He does not 
demand interest, or at least he would entrust the money to the 
bank even without interest. The bank, to be sure, could not 
earn anything if it were to hold the whole amount of these deposits 
available. It has to lend the money at short notice to business. 
If all depositors simultaneously were to ask their deposits back, it 
could not meet the demand. This fact that a bank which issues 
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notes or receives deposits subject to cheque cannot hold the total 
amount corresponding to the notes in circulation and to the 
deposits in its vaults, and therefore can never redeem at once 
the total amount of its liabilities of this kind, is the knotty 
problem of banking policy. It is the consideration of this 
difficulty which has to govern the credit policy of the banks 
which issue notes or receive deposits subject to cheque. It is 
this consideration that led to the legislation which limits the 
issue of bank-notes and imposes on the Central Banks the retention 
of a reserve fund of a certain magnitude. 

But the case of the saving deposits is different. Since the 
saver does not need the deposited sum at: call or short notice it 
is not necessary that the saving banks and the other banks which 
take over such deposits should promise repayment at call or at 
short notice. Nevertheless, this is what they did. And so they 
became exposed to the dangers of a panic. They would not 
have run this danger, if they had accepted the saving deposits 
only on condition that withdrawal must be notified some months 
ahead. 

Public opinion assumes that the real danger to maintenance 
of monetary stability lies in the flight of capital. This assumption 
is not correct. Capital invested in real estate or in industrial 
plants or in shares of companies holding property of this nature 
cannot fly. You can sell such property and leave the country 
with the proceeds. But—unless there is no expansion of credit 
—the buyer simply replaces you. If he is a foreigner, then the 
capital flight of the native is compensated by the immigration of 
capital from abroad. If the buyer is another native, then he can 
provide the means—when additional credit is not granted by 
credit expansion—merely by selling his property, and so the case 
with him is the same. One person or another can withdraw his 
capital from a country, but this can never be a mass movement. 
There is only one apparent exception, 7.e. the saving deposit 
which can be withdrawn from the bank at once or at short notice. 
When the saving deposits are subject to instant withdrawal and 
the bank of issue renders the immediate withdrawal possible by 
advancing credits for these savings to be withdrawn, then credit 
expansion and inflation cause the exchange ratio to rise. It is 
obvious that not the flight of capital but the credit expansion in 
favour of the saving banks is the root of the evil. 

The pith of the problem lies in the deposit policy. Banks 
which promise no more than they can fulfil without extraordinary 


assistance from the Central Bank, never jeopardise the stability 
NN2 
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of the country’s currency. And even the other banks who have 
been imprudent enough to assume liabilities which they cannot 
meet are only a danger when the Central Bank tries to assist 
them. If the Central Bank were to leave them to their fate, 
their peculiar embarrassment would not have any effect on the 
foreign exchanges. That the additional issue of great amounts 
of bank-notes for the sake of the repayment of the total amount 
or of a great portion of the country’s saving deposits makes the 
foreign exchange go up is easy to understand. It is not simply 
the wish of the capitalists to fly with their capital, but the 
expansion of the circulation, that imperils monetary stability. 
Had the Central Banks not believed that it was their duty to 
cover up the consequences of the deposit banks’ wrong policy 
they would have not only maintained without artificial and, at 
the same time, ineffective measures the stability of the exchange 
ratio, but would have forced the deposit banks to make agree- 
ments with their clients concerning the payments due. By such 
agreements they would have adjusted the payments due to the 
payments receivable. The Standstill Agreements would have 
been made definitively and for all debts, foreign and domestic. 
To sum up, we are not entitled to say that Senior in his 
writings on money and monetary subjects had to deal with 
problems other than those which we have to-day. The task of 
monetary and banking theory is in principle not different to-day 
from Senior’s time. Different, of course, are the conditions of 
our banking organisation, the institutions, and the considerations 
which politicians keep in mind. Different are the data, but not 
the mechanism of exchange and social co-operation. All the 
questions of principles which Senior had to face are identical with 
those which our theory has to answer. We may differ from 
Senior in regard to the treatment of the fundamental items of 
value and exchange, but we have still the same problems to 
solve. And notwithstanding all changes in economic thought 
and reasoning, in social conditions and political aspects, in 
banking organisation and in business life generally, no one can 
read these old pamphlets without profit. 
L. MisEs 


Vienna. 
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DeEcrREASING Costs: A Reprty to Mr. Harrop 


Mr. Harrop,! Mr. Shove? and myself * are in complete agree- 
ment upon the fact that the level of profits which is just not great 
enough to attract new firms into an industry may often be con- 
siderably higher than the level of profits which is just sufficiently 
great to prevent existing firms from leaving the industry. But 
Mr. Harrod appears to suppose that this state of affairs is in some 
way necessarily connected with imperfection of the market. 

Reflection will show that there is no necessary connection 
between the two. Competition may be perfect (in the sense that 
the elasticity of demand for the individual firm is infinite) and 
yet there may be considerable difficulty of entry into the trade, 
so that there is a considerable gap between the upper and lower 
level of profits. On the other hand, the market may be highly 
imperfect (for instance, on account of transport costs), and yet 
there may be free entry into the trade and complete adaptability 
of factors of production, so that the two levels of profits coincide. 

It is impossible to disagree with Mr. Harrod when he says that 
“in order to use an apparatus of cost curves effectively and to 
give any meaning to the expression, decreasing costs, it is necessary 
to specify a single rate of profit.”” But, as often happens in 
economic analysis, it is necessary to specify the rate appropriate 
to the problem for which the apparatus is required. When we 
are considering an industry expanding in response to increases 
in demand (whether competition is perfect or not), it is useful to 
describe as “‘ normal profits’ the upper level of profits, beyond 
which the number of firms in the industry would increase. I 
used the phrase “normal profits ”’ in this sense in the article which 
Mr. Harrod is criticising. When we are considering an industry 
which is tending to contract in face of a decline in demand, the 
phrase “normal profits ’’ may be used to describe the lower level 
of profits, below which firms would disappear from the industry. 
When demand is varying in such a way that profits fluctuate 
between these two levels, the number of firms in the industry is 
fixed, so that average, as opposed to marginal, cost curves have no 
place in our analytical apparatus and the conception of “ normal 
profits ” is not required. 

Mr. Harrod’s definition of the normal rate of profits (which 
he holds to be equally appropriate to all these problems) is 
extremely obscure. He appears to overlook the fact that it is 


1 Economic JOURNAL, June 1933, p. 337. 2 Ibid., March 1933, p. 119. 
p 
3 Ibid., March 1933, p. 125, 
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impossible to deduce average cost from marginal cost because 
aggregate cost may contain a fixed element which is independent 
of output. 

Moreover, Mr. Harrod fails to recommend his definition by 
the use to which he puts it. He asserts that when “ the particular 
demand curve, as it shifts its position, retains a constant elasticity 
for each value of y . . . the supply price curve and the cost 
curve constructed in the manner suggested above both have a 
negative gradient, both have a positive gradient or are both 
horizontal.” Mr. Harrod has unfortunately mistaken my “ hint.” 
The proposition to which he appears to be referring is that, 
when the number of firms is fixed, supply price will rise, fall, or 
remain constant, in the conditions of demand which he describes, 
according as marginal cost is rising, falling, or constant (provided 
that cost to the firm is independent of the output of the industry).? 

To establish this proposition it is unnecessary to include an 
average cost curve in our apparatus, and if Mr. Harrod was only 
interested in the analysis of the supply curve of a fixed number of 
firms he need not have been at such pains to find a peculiar 
definition of normal profits, since every definition of normal 
profits is equally irrelevant to the problem. 

JoAN RoBINsOoN 





ForREIGN CAPITAL IN InpDIA—A REJOINDER 


In the March issue of the JourNnaL Mr. V. K. R. V. Rao 
has made two criticisms on my estimates of foreign capital 
invested in India. With each of these I propose briefly to deal. 

In the first place, my calculation purports to be an estimate 
of the amount of foreign capital invested in India, and this, I 
estimate, is of the order of £500,000,000. The discrepancy 
between Mr. Birla’s estimate of £1,000,000,000 and my own is 
not due, as Mr. Rao alleges, to the ambiguity in the phrase 
“ foreign liability,” but to exaggeration on the part of Mr. Birla, 
especially in regard to the capital of companies operating in 
India but registered elsewhere, and to that of companies registered 
in India, the capital of which is held abroad. Mr. Rao’s estimate 
of foreign capital investments is £600,000,000. The statistical 
data are often inadequate, and in estimating the amount of 
privately invested capital in India there is, of course, a large 


1 May I suggest to Mr. Harrod that he should consider how his definition of 
normal profits ‘‘ affects the theory of equilibrium ”’ under perfect competition ? 

2 The analysis which I was endeavouring to explain to Mr. Harrod is set out 
at length in Chapter 4 of my Economics of Imperfect Competition. 
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element of conjecture, or more or less intelligent guessing, as 
the case may be. Sir Robert Kindersley’s recent estimates in 
the June Economic JouRNAL are of much interest in connexion 
with my estimate. He puts British capital invested in India 
and Ceylon—he does not show India’s share separately—at 
£458,000,000, made up of £261,000,000 as Governmental and 
municipal, £90,000,000 in railways, £12,000,000 in public utilities, 
£14,000,000 in mines and £81,000,000 as miscellaneous. His 
figures include the bonds and stocks of Government and munici- 
palities, the interest payments on which are made in London; 
securities of all British companies classified in the Stock Exchange 
Intelligence, and, although working in India and Ceylon, are 
registered in the United Kingdom; and securities of foreign and 
colonial companies registered and operating in India and Ceylon 
in which dealings are permitted on the Stock Exchanges of the 
United Kingdom. All things considered, I do not think that 
the estimate of £500,000,000 can be taken as an -under-estimate 
as Mr. Rao believes. On page 171 of the March issue of the 
JOURNAL, under item “e,” Mr. Rao states that no allowance 
has been made for private capital in India, but a reference to 
page 573 of the September issue will show that an allowance of 
£19,000,000 has been made, as against £15,000,000 by Mr. Rao. 
Mr. Rao omits to take into account Indians’ increasing share in 
companies registered out of India, notably in the jute industry. 
Secondly, Mr. Rao makes a somewhat astonishing slip when, 
on page 172, he expresses his belief that my figure of 3-8 per cent. 
was based on a figure as far back as that of Sir George Paish 
of 1907. The figure was taken from the invaluable Statistical 
Summary of the Bank of England for August 1932. It is the 
total interest paid expressed as a percentage of the amount of 
capital outstanding, and refers to Government and municipal 
loans. For both 1929 and 1930 the percentage is 3-8. In 1929 
there was, of course, only one long-term Government sterling 
loan floated, and this gave a redemption yield of approximately 
5 per cent. The structure of Indian public debt has been greatly 
improved by the conversion of short- into long-term debt, and 
the basis has been reduced from more than 5? per cent. to about 
32 per cent. This is not the whole story. Nearly 80 per cent. 
of India’s public debt is represented by interest-yielding assets. 
The gross interest on ordinary public debt in India and in 
England is about £33,000,000, or 4:3 per cent., but, as most of 
this is recoverable from railways, irrigation, the Post Office, 
and the Provincial Loans Fund, the net charge to the Budget 
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is only a shade over £3,250,000. The main thesis of my rejoinder 
to Mr. Birla, published in the December issue of the JouRNAL, 
has been greatly reinforced by events since it was written. 
Budget balance has been achieved, capital expenditure has, 
thanks largely to Sir George Schuster, India’s Finance Minister, 
been kept well under control, and India enjoys the distinction 
of maintaining, in addition to a budget balanced without any 
trick devices, a sinking fund for debt redemption which has not 
been raided. Is there any other country in the world that can 


at present equal this record? I think not. 
G. FINDLAY SHIRRAS 





On A ForRGOTTEN QUOTATION ABOUT CANTILLON’S LIFE 


I THINK it will interest the readers of THE Economic JOURNAL 
to be acquainted with a mention of the name of Richard Cantillon 
which I have happened recently to come across and which, 
exclusive of course of the printed documents in the law-suits 
between the banker and his clients—is, as far as I know, the first 
mention made of him in a book relating to economics. At least, 
it is not recorded in the learned articles of Jevons, Higgs and 
Hayek. 

The occasion of this mention was the famous Order (Arrét) of 
January 26, 1721, in virtue of which all public securities current 
during the “‘ System ” were to be submitted within two months 
to an accurate examination by special commissioners for the 
purpose of cancelling or reducing or maintaining them. A visa, 
or stamp, on the security was declared essential to its validity. 
On September 14, 1721, a new order compelled all public notaries 
to send to the commissioners a sworn extract of all transactions 
made through their instrumentality between July 1, 1719, and 
December 31, 1720. The commissioners having been thus enabled 
to draw up an account of the fortunes acquired during the 
“ System,” an extraordinary tax of 187,893,661 livres was levied 
on them by an order of September 15, 1722. A list of so-called 
“* Mississipiens ” or millionaire shareholders of the Mississippi and 
other mushroom companies was drawn up. Mississipiens, called 
also ‘‘ hommes nouveaux,” were divided into four classes, the first of 
which included forty-six (not thirty-eight, as is said by Levasseur) 
names; the highest assessment, that of a Dame Chaumont, 
being of 80 million livres, and the lowest of 15 million, besides 
nine persons whose recently acquired fortune was not disclosed, 
but who, notwithstanding, were taxed for no less than 1,302,000 
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livres. The yield of the tax ought to have been 117,650,211 livres 
for this first class, 58,642,576 for the second, 7,109,336 for the 
third, and 4,491,538 for the fourth; a total of 187,893,661 livres. 
What the net true yield was is not known; probably less than the 
estimate, as many speculators managed to fly to foreign countries 
with their acquired riches, or to buy with various corrupt means 
total or partial immunity. The story is told at length in two 
books, Histoire du systéme des finances sous la minorité de Louis X V 
pendant les années 1719 and 1720 (six tomes, La Haye, ches 
Pierre de Hondt, 1739), and Histoire générale et particuliére du 
Visa fait en France pour la réduction et extinction de tous les papiers 
royaux et des actions de la Compagnie des Indes, que le Systéme des 
Finances avoit enfantez (four tomes, La Haye, ches F. H. Scheur- 
leer, 1743), par Du Hautchamp. Mr. Levasseur writes that 
Du Hautchamp’s two books are “the most precious source 
known ” on the System (E. Levasseur, Recherches historiques sur 
le systéme de Law, 1854, p. xi). Du Hautchamp gives usindeed 
many interesting and lively details on the Law episode. Among 
others, he tells us that the Mississipiens hoped that the jolly bon- 
fire, which on October 17, 1722, burned all the deeds, registers, 
and other papers of the great liquidation of the “‘ System,” had 
destroyed also the list of taxpayers’ of the extraordinary levy of 
187 million livres. But the list was preserved, and Du Hautchamp 
was able to publish it at the end of the second volume of the 
Histoire du Visa. I do not know if the original list is preserved 
in the public archives; but the bookseller who sold me a copy of 
the book assures me that the Histoire du Visa became very scarce 
on account of this very list. The ‘“‘ hommes nouveaux ” whose 
names were pit on the taxpayers’ list (there are 243 in the four 
classes, and fifty-nine more are added by Du Hautchamp as 
notorious “ Mississipiens ’”» who managed not to be included) did 
not like the publicity, and bought and destroyed the volumes. 
The inference is the more plausible as Du Hautchamp adds to 
names and figures of fortunes and taxes observations of its own, 
sometimes disagreeable. 

Unfortunately, no positive observation is added to the name 
of Cantillon, contained in the first class of profiteers by the 
Mississippi mania. Here is the quotation, taken from page 170 
of the second volume of the Histoire (1743). 

Millions qu’on 
leur attribuoit 


Noms des en Papiers du 
Actionnaires. Systéme. Taxes du Réle. Remarques. 


Richard Cantillon 20,000,000 liv. 2,400,000 liv. Inconnu 
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Cantillon, who was mostly absent from Paris between 1720 
and 1726, did not care, or was not able to search for protection 
among the aristocracy, and his noble clients were, moreover, too 
angry with him to allow his name to be dropped from the larger 
provisional list, as happened with several other big financiers (Du 
Hautchamp, Histoire du Visa, II, 11 and 196-197). The estimate 
of the fortune acquired by Cantillon was, as for other profiteers, 
largely a matter of guess, as it was based on the examination of 
deeds or transactions registered in public notaries’ offices or in 
the India Company’s books and other public sources, supplemented 
by a roused public opinion. 

May I add to the present too long note on a too short quotation 
that some relevancy can, however, be attached perhaps to the 
“unknown ” characterisation of the great economist? We are 
told by the Counsel for Cantillon in the legal suit brought against 
him by the brothers Carol that Cantillon left business in 1719; 
and from letters exchanged between Cantillon and his clients and 
partners it appears that he was a “ bear ”’ of India Stocks, and 
remitted large sums to England and Amsterdam (see Higgs’s 
Appendix to the Reprint of the Essay, p. 368). Cantillon was 
clearly one of those clever men whom Du Hautchamp, who was 
friendly to the System, calls “ réalisateurs ’’; but he always kept 
himself in the background, never coming to the front, so as to be 
counted along with those small men suddenly risen to prodigious 
fortunes whose names had acquired great notoriety in Paris. 
Du Hautchamp, who likes to relate deeds and words of almost 
every noted “ Mississipien,” does not mention Cantillon except in 
the taxpayers’ list; and here he is bound to confess that he knows 
nothing of the man, notwithstanding the fact that his was one of 
the biggest fortunes discovered by the royal commissioners. 
Surely Cantillon did not invest the proceeds of his Paris specula- 
tions in houses and lands in France, because he would have been 
obliged to disgorge them. The house of which he appears pos- 
sessed in Paris at his death (Higgs, loc. cit., p. 376) was probably 
his property already in August 1719 (ibid., p. 366), t.e. before the 
visa period. It would be interesting to know if Cantillon paid 
his 2,400,000 livres tax; but Du Hautchamp, who is loquacious 
about tax-defaults of other “ Mississipiens,” who took care, as 
Cantillon did too, not to return at once to France from foreign 
refuges, leaves us in the dark on this point. Researches in the 
archives of the Contréle des Finances and of the Chambre des 
Comptes of Paris may perhaps supplement the hint which Du 
Hautchamp’s quotation gives us as to the origin of Cantillon’s 
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fortune, and provide further information as to the levy made or 
attempted on it by the French taxing authorities. 
Luter EINaupI 





CURRENT Topics 


As recorded at the commencement of this issue, the Annual 
Meeting of the Society was held at the London School of Economics 
on May 25. It was then announced that the publication of the 
definitive edition of the Writings of David Ricardo under the 
editorship of Dr. Piero Sraffa is expected in the first half of next 
year. The English version of Wicksell’s Geldzins und Giiterpreise, 
translated by Mr. R. F. Kahn, with an introduction by Prof. 
Ohlin, is also nearing completion. 





His Masesty THE Kine, our Royal Patron, accompanied by 
the Queen, laid the foundation stone of the new buildings of the 
University of London on the 26th of June. The buildings when 
completed will provide the University with large and dignified 
headquarters and will add a striking new architectural feature on 
the north of the British Museum. 

The occasion was celebrated by festivities extending to three 
days, and invitations were accepted by over three hundred 
representatives of British and foreign Universities and learned 
Societies, including the Royal Economic Society. 





In Mr. Robertson’s article above on ‘“‘ Saving and Hoarding,” 
p. 407, § 9, 1. 5, for M,,’ = M,’ — X, read M,,’ = M,’ —X + X. 








RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Vol. XCVI, Part III. British Railways Since the War. K.G.FENELON. 
Public Expenditure and Trade Depression. R. G. HawtTREY. 


Economica. 


May, 1933. The Trend of Economic Thinking. F. A. von HayYex. 
The National Income of the U.K. in 1924. A. L. Bowtgy. A 
Note on Mr. Hicks’ Distribution Formula. A. C. Piaov. The 
Constitutional Importance of the “‘ Commissioners for Wool’ of 
1689. R. M. Lees. The Marginal Utility of Money and its 
Application. R.C. D. ALLEN. 


New Britain. 


JANUARY, 1933. The Emergent Order. J. Hopason. The Scientists’ 
Outlook. C. S. Wriuzamson. The Physical Foundations of 
Civilisation. F.Soppy. Publicity and Credit. C. H. Dovatas. 
Ananias ; his Present Occwpations and Enterprises. R. W. 
PosteaTtE. The Cultural Integrity of the State. S. G. Hopson. 


Quarterly Journal of Economics. 


May, 1933. The ‘‘ Nature and Significance of Economic Science,” in 
Recent Discussion. R. W. Souter. Large-scale Enterprise in the 
Light of Income-tax Returns. W. L. Crum. Relation of Call 
Money Rates to Stock-market Speculation. W.J. ErreMan. One 
Year of the Reconstruction Finance Corporation. J. F. EBERSOLE. 
The Use of Indifference Curves in the Analysis of Foreign Trade. 
W. W. LzontTIErF. 


Harvard Review of Economic Statistics. 


May, 1933. Review of the First Quarter of 1933. W. L. Crum and 
J.B. Huspparp. A Measure of the Severity of Depressions. A.R. 
Ecxier. The Gold Percentage. H. R. Bowser. 


Journal of Political Economy. 


AprRIL, 1933. Ernst Freud (1864-1932). A.H.Kent. The Expansion 
of Bank Credit. J. W. ANGELL and K. F. Ficex. Recent Social 
Trends. P. A. Soroxrin and W. F. OcBurn. Werner Sombart 
and the ‘‘ Natural Science Method” in Economics. L. Roar. 
Holtrop’s Formula for the “‘ Coefficient of Differentiation” and 
Related Concepts. A. W. Marcer. 


JUNE, 1933. Railway Rates and Rate-making in France since 1921. 
H. E. Doveatyn. A Quantitative Theory of Industrial Fluctuations 
caused by the Capitalistic Technique of Production. KE. TuEtss. 
Expansion Possibilities of the Federal Reserve Banking System. 
8S. I. Posner. Economic History and the Economist. M. S. 
HanDMAN. Federal Reserve Policy. H. L. Rexp and C. O. 
Harpy. 
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The American Economic Review. 


JUNE, 1933. Economic Phases of the Wholesale Market. N. H. 
Enate. Basis of Economic Statesmanship. C. E. AYRES. 
Social Aspects of Commercial Banking Theory. F. A. BRADFORD. 
Taxation and Minimum of Subsistence. A. G. RuEHLER. Ezx- 
pansion of Bank Credit. W. A. Netswancer. Mr. Keynes’s 
Control Scheme. E. C. SIMMONS. 


Wheat Studies. 
(Food Research Institute, Stanford.) 


JuLy, 1933. Britain’s New Wheat Policy in Perspective. The new 
measures are both ingenious and moderate. They are directed 
primarily towards farm relief, not self-sufficiency even within the 
British Empire. The new wheat policy is, however, the “ spear- 
head ” of a re-oriented policy towards British agriculture, in which 
animal husbandry strongly predominates. 


International Labour Review. 


May, 1933. Unemployment Benefits, and Measures for.Occupying the 
Unemployed in Great Britain. H. Fuss and D. C. Tarr. The 
Economic Depression and the Employment of Women. II. M. 
TarBert. The Mexican Federal Labour Code. M. P. TRoncoso. 


JUNE, 1933. International Labour Conventions as a Means of 
Assuring Identity of Treatment for National and Foreign Workers 
on a Basis of Reciprocity. J.Secritan. Immigration in France. 
G. Mavco. The Size of Industrial and Commercial Establishments 
in Different Countries. The Labour Question in Swedish Agri- 
culture. 


Population. 


JUNE, 1933 (Vol. I, No. 1). A Survey of the Problems of Population. 
Tue Eprror. The Urgency of Population Study. G. H. L. F. 
Pirt-Rivers. An Outline of Population History. A. M. CaRr- 
Saunpers. A Survey of Data respecting Animal Populations. J. 
Huxtrey. The Biological Aspects of Migration. F. A. E. Crew. 
The Situation in South and East Asia. C. Ciose. La population 
belge. U. Fation. 


Révue d’Economie Politique. 


Marcu, 1933. La France devant la Crise des Echanges Internationaux. 
Treated in various aspects by G. Prrou, P. JeramEc, A. AFTALION, 
J. WEILLER, W. Ovatip, P. Jotty, W. Wirticu, M. AvuGE- 
Larisf, L. Brocarp, J. Ruerr, J. Prorx, R. Worrr, H. 
Trucuy, E. Atirx, R. Prcarp. 


Journal des Economistes. 
May, 1933. Les entretiens de Washington et la chute du dollar. E. 
Payren. L’Europe Centrale. R. J. Pierre. Les Emprunts 
Internationauz et la crise. M. Carsow. 


JUNE, 1933. Le défense du débiteur en Tchecoslovaquie. S. Boro- 
DAEVSKY. 
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Archiv fiir Sozialwissenschaft und Sozialpolitik. 


May, 1933. Wicksells Theorie des Zusammenhangs zwischen Zinssatz 
und Geldwertschwankungen. J. PEDERSEN. An analysis of the 
cumulative process resulting from a divergence between the 
market and natural rates must be dynamic. Wicksell’s con- 
clusion that the Banks can control the price-level by their interest 
policy is incorrect in so far as it assumes a perfect elasticity of 
interest rates and therefore even the possibility of the Banks’ 
enforcing a negative rate. The author suggests the discrepancy 
between “ natural’ and market wages as an alternative explana- 
tion of movements in the price-level, and concludes that a better 
criterion for policy would thus be afforded. Soziale Gliederung 
der deutschen Arbeitnehmer. T. Guiaer. Gedanken zur Krisen- 
bekimpfung. P. A. Kotter. The author reviews Milhaud’s 
project for facilitating international trade by international bons 
d’achat which would obviate the difficulties of crude barter and 
yet avoid currency complications. Die Zahlungsbilanz Bulgariens 
1924-31. S. Sacororr und A. TscnHaKkatorr. Hin System der 
autonomen Finanzwissenschaft. H. JEcuHT. 


JuNE, 1933. Uber die philosophischen Grundlagen des wirtschafts- 
wissenschaftlichen Arbeitsbegriff. H. Marcuse. Die Staats- 
haushalt in der Depression. H. Ritscut. Our economy is com- 
posed of a static communal and dynamic market economy. After 
an analysis of public undertakings and public expenditure and 
receipts in Germany during the depression, the author concludes 
that a considerable extension of state and public activities would 
minimise the effects of the trade cycle and that a long-period plan 
of development is necessary. Die tschechoslowakische Ausfuhr in 
der Krise. F. Vattna. Czecho-Slovakia should turn westwards 
for her markets and enter into tariff agreements with Germany 
and Austria to find new outlets for her exports. Die dialektische 
Erfassung des Rechts im sozialen Ganzen. K. Wo.rr. 


Jahrbiicher fiir Nationalikonomie und Statistik. 


May, 1933. Die “‘ Allgemeine”’ und die “ Spezielle”’ statistische Metho- 
denlehre. FF. ZizEK. Theoretical statistics is general and formal in 
character and provides a system of general rules of statistical 
demonstration, whilst special statistics is concerned with arrang- 
ing its material and applying the appropriate methods. Beitrag 
zum Kreditproblem. H. Brtnnorn. Finanzwirtschaft, Fiscalitat 
und Zweckbesteuerung. H. Fick. Spannungsverhdltnisse im 
Betreibsratesystem. H. MOncuH. 


JUNE, 1933. Erkenntnistheoretische Kritik der Osterreichischen Wert- 
lehre. K.Enoui8. After a brief exposition of the Austrian theory 
of value, the following criticisms are advanced. The Austrians 
lay down as universal laws which, being dependent on empirical 
psychology, can never be more than general, and thus do not 
succeed in separating the logical from the psychological. The 
theory of alternative costs does not distinguish between situations 
in which we do forego something to acquire something else and 
those in which there is acquisition without any foregoing. But 
the main criticism is that the Austrian theory of value is inapplic- 
able to a “state economy.” Finally, wants are not causally but 
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teleologically related with reference to a central end. Die Biirg- 
with schaften der 6ffentlichen Hand in rechtlicher, finanzieller und volks- 
‘i. wirtschaftlicher Beziehung. K.v. DEYBECK. 
the JuLy, 1933. Der Jugendbegriff der Nation. R. Micuets. Weltwirt- 
on- schafiskrise und Kapitalismus. W.WEDDIGEN. The causes, both 
rest real and monetary, of the present depression are not inherent in 
> of capitalism, but a return to a non-interventionist economy is 
ks’ impossible and reforms based on a synthesis of economic democracy 
ney and the corporative state retaining initiative are advocated. Das 
na- Ende des Automatik des Markimechanismus. O. CoNRAD. Pre- 
ter war depressions tended to be cured of themselves, but since the 
ung policy of Government intervention and price and wage main- 
en. tenance has been adopted, the remedy is either to revert to a free 
d’s market, or to have a socialist planned economy or best a planned 
ons administration based on communal interest and having the power 
und to lower wages and prices simultaneously. Wandlungen in des 
ens Lebensdauer und dem Altersaufbau der Bevilkerung. P. MompBerr. 
der The author describes the changes in the average expectation of 
life and the influence of the decline in birth-rate on the distribution 
of age-groups, and concludes that the economic effects of the 
fts- increase in average expectation and of the decline in the birth-rate 
oo need not be unfavourable. 
we Schmollers Jahrbuch. 
ose ApriL, 1933. Der Kapitalismus als Ausdruck einer Entwicklungsstufe. 
es K. PintscHovius. Capitalism is neither a philosophical abstrac- 
“a tion deduced from isolated sociological phenomena nor yet a 
em syncretism of various actual facets, but rather an inevitable stage 
wil in the evolution of social concepts. Kapitalmangel und Steuer- 
ny polittk. H. Zassennavus. Shortage of capital is defined as 
tie shortage of means of payment for financing existing and new 
enterprises. The effects of different taxes on income, saving, and 
accumulation are analysed, and it is concluded that the taxes 
most detrimental to the provision of capital are the inheritance, 
property, and income tax in that order. Post-war taxation policy 
ho- in Germany was harmful in this respect. Wirtschaft wnd Politik 
‘in in “‘reinen Kapitalismus.” KR. Brnrenpt. In contrast to 
cal political behaviour, economic behaviour is rational, and there is 
1g- no necessary connection between the two. Noch Hinmal: die 
ag Abwanderung vom Lande und das Goltzsche Gesetz. P. QUANTE. 
tat Die Allgemeine Preisbildung, 1890-1913. G. TINTNER. 
vm JUNE, 1933. Okonomische Theorie und Liberalismus. G. MACKENROTH. 
Economic analysis proceeds on abstract assumptions concerning 
rt- the institutional organisation of society; previous economists 
ry attempted to make Liberalism the basis of “‘ economic rationality,’ 
ns but the realisation of the relativity of values renders it possible to 
al bring their premises to light. Wirtschaft und Politik in der 
ot “ kapitalistischen Wirklichket.” KR. BenRENDT. Die Wdhrungs- 
he und-Kreditkrise. F.Macuiup. An account of the crisis in credit 
ns and currency and of the measures taken to prevent flight of capital 
id and depreciation of currency and to protect the balance of trade. 
ut The view that deflation is the cause of the depression is attacked, 
c- and it is concluded that the measures so far taken to restore con- 
it fidence have rather diminished it and accentuated the depression. 
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Die Wechsellagenpolitik der Federal-Reserve Banken. K. Watt. 
The aims, methods, and effects of Federal Reserve policy since 1920 
are examined. From the beginning the belief that the American 
economic position is independent of that of other countries has 
exerted a decisive influence on monetary policy, and its dangers 
are not yet fully realised. Die deutsche Arbeitsmarkt in der Krise. 
W. Woytinsky. Grundlegung einer neuer Staatswissenschaft. 
FREIHERR V. BIsSING. 


Weltwirtschaftliches Archiv. 


Juty, 1933. Die Zerriittung der Wertsphére. J. Luscurre. An 
investigation of the causes of the abnormal differences which have 
arisen between price-levels, home and foreign, import and export, 
goods and services. Neutrales oder Wertstabiles Geld? A. Maur. 
Comparison of the operation of these policies is in favour of the 
latter on the whole and especially because it does not impede 
general economic growth, as the former does. Der Einfluss der 
Devaluation auf das Preisniveau. J. L. K. Girrorp. The author 
has attempted to find whether there was an adjustment of the 
internal price-level to the world gold price-level in a number of 
countries on their returning to the gold standard after the last 
European war, namely, after the devaluations in Germany, 
France, Belgium, Austria, Hungary and Czechoslovakia, and the 
return to the old parity in Great Britain in 1925. By means of 
comparable wholesale prices index-numbers and the price quota- 
tions used, the food, clothing and miscellaneous group index- 
numbers of the cost of living indexes, and certain wage index- 
numbers, he discusses the amount of similarity of movement which 
may be expected between the different countries, and the possibility 
of divergences caused by the choice of a particular gold content. 
He examines the actual adjustment in some cases, making allow- 
ances for some disturbing forces which influence the relation of the 
price-levels and which hide the effect of the devaluation. He then 
classifies devaluations according to their effect in normal circum- 
stances, and argues that a devaluation, neutral with regard to the 
balance of payment, is also neutral with respect to adjustment of 
the price-level, credit structure, production, distribution of income, 
and the interests of other nations, but that a devaluation intro- 
duced in abnormal circumstances cannot be neutral with regard 
to the interests of other countries which may be affected very 
seriously. He maintains that it is better for a Government to wait 
for the return of normal circumstances before it devaluates and then 
to choose a neutral devaluation. In view of the short duration of 
any direct export stimulus, the ease which other nations can 
combat it by retaliatory measures and the evil effects of such 
proceedings lead him to conclude that the policy of trying to 
stimulate exports by means of a devaluation and corresponding 
credit policy, possibly with a view to increasing gold reserves, is 
not likely to be in the interest of any country. Diskontpolitik 
und Zahlungsbilanz. A. von MuuHLENFELS. Criticises the 
mechanical theory of the operation of discount rates on the trade 
balance; its operation is full of friction and of looseness. It is 
concluded that the policy of the balance of payments should not 
be simply handed over to an autonomous bank of issue, but should 
be related to public purposes. Die Bedeutung des Kredits in der 
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heutigen Weltwirtschaft. KR. LizrMann. The importance of long- 
term credit is much lessened by the probable transition from an 
expanding to a more stationary economy. Der wertwirtschaftliche 
Austausch der Produktionsfaktoren. P. Momperrt. The dis- 
proportionality of the factors of production; the international 
balance’ of population. Die wirtschafilichen Grenzen der Pionier- 
siedlung. J.B. Conpiirre. The author deduces from statistics 
of growth of population the areas in which pioneer settlement is 
proceeding most actively, and points out the check to settlement 
imposed by declines of prices and stoppage of capital exports. 
Wandlungen der japanischen Devisen- und Zollpolitik. T. Yumoto. 
Post-war problems of tariff policy in relation to international 
agreements. Die faschistische korporative Wirtschaftsordnung. A. 
DaInELLI. Examines the distinction of the Corporative system 
from Liberalism and Socialism, and argues for it as a proper 
co-operation of the classes. 


Giornale degli Economisti. 
Marcu, 1933. <Aspetto tecnico ed economico attuale delle applicazioni 
chimiche. L. Campi. L’incidenza dell’imposta sull’oro-moneta. 
A. G. Canina. A discussion of the incidence of -a tax en gold. 
Note sul pagamento inglese agli Stati Uniti per il debito di guerra. 
E. Fossatrt. A proposito di alcuni appunti sul costo monetario 
dell’uomo. G. PIETRA. 


Aprin, 1933. Sull’utilita di un “ rapido”? ammortamento del debito 
pubblico. E. D’AtBEerGo. La finanza e le rivalutazioni monetarie 
nei “‘ Grundlehren der Finanzwirtschaft”’ di De Viti De Marco.” 
PROFESSOR CABIATI in reviewing the German translation of Pro- 
fessor De Viti De Marco’s well-known treatise on Public Finance, 
comments on Book V in the German text, which is new material 
not hitherto published, and which deals with public borrowing 
and with the issue of paper money. Professor Cabiati criticises 
the author’s thesis that when a currency has been inflated its 
value should be restored to its original level—.e. total revaluation 
—on the ground that when inflation has occurred, “ and has lasted 
long enough to deform the preceding equilibrium, it is idle to hope 
that by forcing the value of money to its former level this equili- 
brium will be reconstituted in its previous form. The redistri- 
bution of wealth has altered the taxpayers; production has been 
modified ; comparative costs are no longer what they used to be.” 
Moreover, if one of the concomitants of inflation has been the 
creation of a vast public debt, it is essential that while this situation 
remains the volume of money in circulation should be kept 
proportionally large. 


May, 1933. La dinamica della popolazione secondo Francesco Ferrara. 
C. ARENA. An account of the very modern views expressed in the 
middle of the nineteenth century by the great Italian economist, 
Ferrara, in regard to the problems of population and rent. Sulla 
funzione monetaria dell’oro. V. Porrt. It is suggested that gold, 
while continuing to preserve a special place in international 
trade, should cease to be used as a backing for note issues. The 
vital problem of the stabilisation of the price-level would thereby 
be rendered less difficult to solve. Jl nuovo catasto agrario. 
P. ALBERTARIO. 

No. 171.—VoL. XLImt. rome) 
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La Riforma Sociale. 


May-June, 1933. La complementarita: prima delle tre tappe del 
progresso della teoria economica pura. P. N. RoSENSTEIN-Ropan, 
A lengthy article (52 pages) by one of the editors of the Zeitschrift 
fiir Nationalékonomie dealing with the fundamental notion of 
utility regarded from the standpoint of the importance of the 
reciprocal interdependence of utility. The article has a very 
full bibliography and is an interesting contribution to the recent 
history and development of this branch of economic doctrine. 
Una vittima della politica: il dollaro. A. CaxBiati. A vigorous 
criticism of the monetary policy pursued by the United States in 
recent years, and especially since 1929. Fondo disponibile di 
risparmio e lavori pubblict. A discussion between PROFESSOR 
C. Pacni and Proressor L. Ernaupt of the value of public works 
as a remedy for the economic crisis. La Banca d’Italia nel 1932. 
V. Porri. J problemi del catasto. G. MEpict. 


Scientia. 


May, 1933. Méthodes nouvelles pour étudier le mouvement de la popula- 
tion. A. LANDRY. 


JuLY, 1933. La previsione economica. F. VIRGILII. 


Annali di Statistica e di Economia. 


Vol. I, No. 1. Considerazioni intorno a rapporti tra tonnellaggio 
marittimo mondiale e commercio estero. V. Moretti. JI conti 
bancari della Banca dei regolamenti internazionali. A. BREGLIA. 
Il Gold-Exchange Standard in India. B. N. Suwa. 


Ekonomisk Tidskrift (Uppsala). 

1932. No. 1. Observations on Remedies for the Crisis, and the Value 
of Commodities, Money and Gold. D. Davipson. The term 
“ crisis’ should refer only to the period of transition from the 
depression. Cassel’s diagnosis of the present crisis and his defini- 
tion of stability in the value of money are rejected. Stability of 
the general price-level is not a criterion of stability of the value of 
money in periods when costs are changing. It was the fall in 
prices which invoked the rise in the value of gold. The Inevitability 
of Trade Cycles and their Basis. G. Akerman. The part played 
by unevenness of progress and durable capital is emphasised. 
Trade cycles would arise from structural changes following on 
progress in technique and organisation even if over-speculation 
and changes on the money side were absent. Previous investiga- 
tions have been too general and abstract, and have neglected the 
individual characteristics of past trade cycles. The importance 
of structural changes in transport and the automobile industry in 
the last American boom and depression is brought out. 

No. 2. The European Timber Crisis. E. GuEstncer. The price of 
timber fell 60 per cent. in 1929-32 and costs did not fall pro- 
portionately. But the timber crisis was only accentuated by the 
general depression, and was largely to the internal organisation 
of the industry. The author predicts an improvement following 
on the restriction of supply and control of price by international 
organisation. 
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Nos. 3-4. The Rationalisation of the Gold Standard (in English). D. 
Davipson. The author begins with a survey of the pre-war gold 


standard system, in which the minimum demand was the redemp- 
“ft tion of notes in gold. Its main purpose was to prevent inflation, 
of the evils of deflation being insufficiently realised ; any fall in prices 
in is not necessarily deflationary. Before the war, gold flows occurred 
Ms spontaneously and were allowed to have their full influence on 
a prices, and the policy of the Federal Reserve Board in 1921-24 
o marked a new departure in this respect. In 1927-29 the value of 
ca money was not stable because the value of goods was changing. 
rq Davidson supports the stabilisation of the value of money, but the 
di value of goods should be allowed to alterfreely. Inagold-standard 
on system the value of gold should influence the value of money, the 
ma ideal being that only the value of gold should affect movements 
39 of gold. The decisive factor in the breakdown of the gold standard 


system of 1929 was the stock market crash of 1929, though Eng- 
land’s return to an over-valued pound in 1925 contributed by 
affecting the Federal Reserve Board’s discount policy in 1927. 
The gold standard can be restored in either a loose or more rigid 
la- form. Notes should not be redeemable in gold, so that the dangers 
arising from hoarding and rapid movements of migratory capital 
would be diminished; expect commissions for obtaining the 
relevant information should be appointed. International co- 
operation is necessary to stabilise the value of money, but the 
Yio experiment of fixing the value of money in gold should first start 
nti in one country, preferably England, and then be extended. 


IA. Nos. 5-6. A Statement of the Problem of Trade-Cycle Theory. J. 

KERMAN. The author advances as a preliminary definition of 
the theory of trade cycles as the theory of the causal relations 
between economic factors of a comparatively regular cyclical 
| nature interacting in a given period. The objective factors are 


ue 
"Mm the time- and space-elements such as the length of the period of 
he production, the indivisibility of factors, the irreversibility of 
ni- changes, and the lack of complete unity in economic society, whilst 
of the subjective factors are uncertainty and the uneven distribution 
of of initiative. The general framework of the problem is real and 
in concerned with the factors affecting the growth of capital, but the 
ity theory of money can easily be worked in. A Sketch of an Algebraical 
ed Method of Dynamic Price-Analysis. D.HAMMERSKJOLD. Follow- 
d. ing Wicksell, Lindahl and Keynes, the author begins an algebraic 
on analysis of money-flows in order to elucidate the relation between 
on savings and investment. The method adopted is dynamic, 
a= because it is not confined to the various anticipated profits at the 
he same moment of time, but embraces profit and anticipated profit. 
ce The formulae here employed will be adapted to statistical analysis 
in in a later article. Antidotes to the Depression and their Theoretical 

Background. C. RéutiieB. Myrdal’s memorandum advocating 
a the planning of public works is criticised in detail. The limita- 
oe tions of planning are stressed ; further, the State does not diminish 
-_ risks, but merely transfers them. Flexibility in the prices of the 
wna factors of production must be restored and the attempt to maintain 
ng consumers’ purchasing power abandoned. 


al 1933. No.1. A Swedish Payment of War Indemnities in the Early 
Seventeenth Century. EE. HECKSCHER. 
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